$ /t /4/3/4’

s
T

2001 ANNUAL REPORT (FORM 10-K)

?@@f‘ﬁQ@ED

7 4R 15 2002

THOMSON
FINANCIAL

o

&p ONEOK




THE CHARACTERISTICS THAT BRING

PERSONAL GREATNESS ARE THE SAME ONES

THAT ENABLE BUSINESSES TO FLOURISH.

TAKE A GLIMPSE AT AMERICANS NOTED FOR UNIQUE ACHIEVEMENTS.

THEIR PATHS TO SUCCESS ARE REVEALING.

DESPITE DIFFERENT ACCOMPLISHMENTS,

DISCIPLINE, INTEGRITY AND COMMITMENT TO CAUSE ARE COMMON LINKS.

EACH ALSC EXPERIENCED DIFFICULTIES ALONG THE WAY.
DISAPPCINTMENT, FAILURE AND CRITICISM
SHOULD HAVE DETERRED THEM. YET THESE SETBACKS
ONLY STRENGTHENED THE DETERMINATION TO SUCCEED.

(We learn from their examples. We celebrate success.)




ONEQOK is a diversified energy company.

= Founded in 1906 as an intrastate pipeline business.

o Markets and trades energy commodities, including wholesale electricity.
o Involved in all aspects of the natural gas industry.

= Listed on the New York Stock Exchange under the symbol OKE.
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Examine the story of ONEOK’s
2001 victories.

2001 Financial Highlights

Percent
Iner.
Year Ended December 31 2001 2000 {Decr.)
Consolidated Financial (nformation ($000)
Operating revenues $ 6,803,146 $ 6,642,858 2%
Operating income ‘ $ 295232 $ 333,933 (12%)
Net income $ 101,565 $ 145,607 (30%)
Capital expenditures $ 341,567 $ 311,403 10%
Number of employees at year end 3,657 3,664 —

Common Stock Data
Shares outstanding at year end 60,002,218 59,176,550 1%
Data per common share

Earnings - diluted $ 0.85 $ 1.23 (31%)
Dividends paid $ 0.62 $ 0.62 — ‘
Book value at year end $ 12.65 $ 12.32 3% ?
Market price range
High $ 24.34 $ 25.28 (4%) :

Low $ 14147 $ 10.88 30%

Market price at year end $ 17.84 $ 2407 (26%)

Return on common equity 14.9% 23.3% (36%)
Business Segments ($000) !
Operating income j
Marketing and trading $ 71344 $ 51274 39% i
Gathering and processing 43,567 110,819 (61%) |
Transportation and storage 57,657 62,158 (%)
Distribution 54,097 97,931 {(45%)
Production 57,939 15,243 280%
Power 3,486 — 100% ;‘
Other 7,142 (3,492) 305%

Total $ 295,232 $ 333,933 (12%)

Forward-lacking Statements. Cerlain matters discussed in this report, excluding historical information, include forward-locking statements. Aithough ONEQK, Inc. helieves such
forward-looking statements are based on reasonable assumptions, no assurance can be given that each statement about the future will be realized. Such statements are made in reliance
on the “safe harbor” protections provided under the Private Securities Litigation Reform Act of 1995. For more detail, see page 33 of the Form 10-K.
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Wkat bappened ? A frustrating assortment of extraordinary events — some
industry driven — nipped away at ONEOX's earnings potentlal Natural gas prices
dropped to $1.83 per MMBtu, compared with a high of $9.98 per MMBtu in January
2001. The U.S. settled into its first broad-reaching economic recession in more than
a decade. Oklahoma Natural Gas was denied recovery of $34.6 million for gas costs
incurred during winter 2000-2001. Enron, the world's largest buyer and seller of
natural gas, collapsed, leaving ONECK and other energy marketers dangling.

Several of these situations, such as gas pricing and the recession, are cyclical
in nature and already are improving. The Enron demise, however, is a black eye for
the energy industry.

“Enron-itis”
In 15 years, Enron grew into the seventh-largest company in America. Now the world
is learning that the innovative powerhouse was built upon an elaborate scheme of
pyramid-like transactions. Every company in the nation with natural gas marketing
operations, including ONECK, was hit by fallout from Enron’s failure.

We believe that our company’s total exposure to Enron’s bankruptey is less
than $40 million. To date, Enron has failed to pay ONEOK's energy trading business
$14 million for commodity transactions that were scheduled for settlement in late
November and early December 2001. These transactions were primarily for storage
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management and natural gas hedging. Enron’s bankruptcy also created an event of
technical default related to financing leases tied to ONEOK's Bushton gas processing
plant. ONEOK, however, continues to make all payments due under the leases, and
we have received a waiver of the technical default.

The situation has alsc caused what Wall Street analysts are calling “Enron-itis,”
a fear that all energy companies’ financial disclosures are less than honest. How does
ONECK differ from Enron? Our approaches tell the story.

Mark-to-market accounting (MTM) — This is the required accounting method
for all trading organizations, and it involves reporting assets on the balance sheet at
their estimated fair market value rather than their original acquisition cost. Because
it is difficult to assign 2 true future value to trade contracts, ONEOK believes it is
more conservative in MTM reporting than Enron. Enron assumed values for multiple
variables that lasted as much as 20 years into the future. That created greatly inflated
assets on Enron’s balance sheet. Congress has called for more controls on MTM as
well as revisions in the laws that regulate energy markets. We applaud those actions.

Special purpose financing entities with the debt secured by company stock —

This is an aggressive approach that has never been used by ONEOK. We trade
around real company assets, never stock. Enron had multiple partnerships, financed
directly or indirectly with company stock. Each had been formed to keep losses off
company books.

ONEQOKs culture also is dramatically different from Enron’s. Our company
was founded almost 100 years ago on core values that revere high integrity in business
ethics. Through the years, our reputation has validated those values time and again.

Earnings Charge
The confusion that accompanies the unbundling of the natural gas industry put one of
our distribution companies in z difficult and costly position this year. The Oklahoma
Corporation Commission denied Oklahoma Natural Gas Company (ONG) recovery
of an estimated $34.6 million for gas costs incurred during winter 2000-2001. In
response, ONG petitioned the Cklahoma Supreme Court to overturn the order, and
ONEOK znnounced a charge of 18 cents per diluted common share.
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freedoms we enjoy. Many ONEOK employees and retirees made voluntary contribu-
tions to the New York State World Trade Center Relief Fund. The compassion and
generous spirit di p‘;ayeci by our emp iOyees never ceases to be amazing.

The events of September 11 also hastened the nation’s economic downturn
especially for travel- related industries. The reduced need for j jet fuel made crude oil
prices drop, which in turn drove down the relative prices of natural gas liquids.
Although ONEOK got caught in the ripple effect, our situation is insignificant when
compared with the losses sufiered by others,

ONEQCX has always been vigilant about safety issues. Following September 1
we reviewed our pofic%es and adjusted them where needed. The measures we have
in place to protect empu vees, customers, facilities, pipelines, records and data are
comprehensive and prudent.

Long Haul
For ONEQK, 2001 was 2 year that required us to roil up our sleeves and focus on the
basics of our business. I like what doing so revealed: bumps in the road make each of
us work a little harder. ONEOK empioyees remain committed to the high integrity

and business ethics that have anchored this company for almost a century. They take
nothing foz gmnted and are willing o invest their talents and time in ONEOCXK. That
bodes well for the future. ONECK will be 2 competitive force in the energy industry
for the long haul. And our optimism is real.

4’\

% ) [
David Kyle ‘

Chairman, President and

‘ Chief Executive Officer
» /\ / - Tulsa, Oklahoma

March 15, 2002
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history and his career record of
714 homers stood from 1935

until 1974. The talented hitter
worked hard to earn his recog-
nition: Along the way he struck
out 1,330 times and had 2,056
bases on balls. His dedication,
however, paid off. Ruth retired
with a .342 lifetime batting
average and was one of the first
Babe Ruth was the first great five players elected to the

home run hitter in baseball National Baseball Hall of Fame.

The Market

Brise Comparison
A Natural Gas Liqulds
O NYMEX Natural Gas

6.00
5.00
4.00
3.00
2.00
1.00
0.00

($/MMBiu)

g1 92 93 94 95 96 97 98 99 00 Of
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IT CAN BE EXHILARATING. IT CAN BE NUMBING.

AND IT S NOT FOR THE FAINT OF HEART.

DURING 2000, A MARKET SWING SENT THE ENERGY

CNIDUSTRY, INCLUDING ONEOK, TO RECORD HIGHS.

(Just 12 months later, many investors were scrambling in order to stay in the game.)

According to the Bureau of Labor Statistics, the
raw energy products' price index plummeted 53
=ercent during 2001, That was after it had
increased 85.6 percent in 2000. The U.S.
Department of Energy notes that natural gas
futures took a 74 percent nosedive in 2001 as the
domestic economy slowed. And while Standard
& Poor's expects earnings for natural gas industry
and electric companies to increase modestly in
2002, it also believes the average spot price for
gas will decline to about $2.91 per thousand
cubic feet. Are energy prices volatile? You bet.

ONEOQK's distribution operating segment
traditionally has limited volatility. The transporta-
tion and storage segment also experiences mini-
mal uncertainty. Production, marketing and
trading, and gathering and processing segments,
on the other hand, are sensitive to a myriad of
situations and influences.

Our gathering and processing segment is
especially price-sensitive and complicated.
About once every five vears, the operations are
like gold. Cyclical demand, on the other hand,
can create a tough business climate for the
segment; but over time the segment produces
attractive returns.

Clearly, the market did not favor gathering
and processing during 2001,

The operating income generated by
ONEOK's gas gathering and processing
segment during 2000 was $110.8 million, up
411.2 percent from 1999 results. In 2001, lower
prices for natural gas and natural gas liquids
created an about-face. Operating income
dropped to $44 million. If the current price
trend continues, operating income could dip
further.
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SPRING CREEK
POWER PLANT

5 . Power
|
_ !
Results
(For The Year Ended Dec. 31) 2001 2000
Power sales ($000) $ 28092 § —
Power volumes (MMwh) 467 —
Capital expenditures ($000) § 42302 8 58697
Operating income ($000) $ 3486 ¢ —
Companies [ Activities
ONECK Power Marketing Company Conducts wholesale
trading of electricity.

Gathering and
Processing

Results
(For The Year Ended Dec. 31)
Natural gas liquids (NGL)

and condensate sales ($000)
NGL sales (MBbls)
Gas sales ($000)
Gas sales (MMBtu)}
Capital expenditures ($000)
Operating income ($000)

Companies

2001 2000
$587,842  $536470
27,719 23,984
$635569 $ 426,364
142,828 115,180
$ 51442 5 32383
$ 43567 $ 110,819
| Activities

ONEDK Figld Services Company
ONEDK @Gas Pracessing, L.L.C.

Conducts gas gathering
and processing. Also
fractionates, stores and
markets naturat gas
liquids (NGL) products.

[T ONEOK FIELD SERVICES
[] PROCESSING PLANTS
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THE MARKET SWING
CONTINUED

How do you neutralize market swing?

You can't when the swing is as dramatic as it was
in 2001. But you can soften the blow by using
prudent tactics that help businesses prosper in
bad times as well as good. A sampling of tactics
that ONEOK puts into play follows.

Gathering and Processing — ONEOKs exposure to
processing spread volatility is limited to the volume of
gas purchased under the company’s “keep-whole” con-
tracts. At 2001 year-end, 20 percent of our purchased
gas was under keep-whole contracts, down from

32 percent one year ago. We continue in our efforts

to mitigate risk by amending our keep-whole contracts
to include fee-based gathering and/or conditioning
fees, while adding more volume under fee-based and
percent-of-proceeds type contracts.

Marketing and Trading — During 2001, we lever-
aged our ability to capture market opportunities in
California, the Rockies and Chicago by almost dou-
bling our storage positions in these locations. Now, in
addition to our core storage capabilities in Oklaboma,
Texas and Kansas, we have three new vital positions
through which we can capture volatility.

Production — ONEQOK Resources focuses on operat-
ing as efficiently as possible and drilling wells that fit

-our economic criteria. Corporately, a portion of the

company’s 2002 production has hedged prices rang-
ing from $3.15 to $3.22 per thousand cubic feet.
That helps moderate market price volatility.

How does ONEOK prosper during extreme swings?
We always keep one foot firmly planted in reality.
We focus on what we do well.
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WHILE NEGATIVE COMPANY NEWS TENDED TO BE THE

FOCUS OF HEADLINES IN 200I, ONEOK ALSO RECORDED

ITS SHARE OF SUCCESSES DURING THE YEAR.

(These striking results, produced in difficult times, are the product of employees who know how

to roll with the punches and execute critical business strategies.)
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Thomas Edison patented 1,093
inventions during his lifetime,

despite having only three
months of formal schooling.
Edison’s development of the
phonograph in 1877 ranks as
one of the world’s most original
inventions. Failure never dis-
couraged Edison. When 10,000
experiments with a storage
battery did not produce results
Edison said, “I have not failed.
I've just found 10,000 ways
that won't work.”

ONEOK Resourees
Well Completions

ONECK Energy
Marketing & Trading
Operating Income ($000)

GNEQY Energy
Marketing & Trading
Sales Volume (Bcf/d)

71,344
150 75,000 $ 30 27
$51,274

100 50,000 20 :
$25,871 [ .

$12,342 :

50 25,000 : 1.0 . &
§7.848 _ 09 = =

s I = = [

o7 %8 % 00 O v ® @ 0 0 o o

Production Following its strategy to exploit acquired or legacy

In light of higher commodity prices during most of
fiscal 2001, ONEOK Resources Company focused
on small, strategic acquisitions and avoided the
higher-priced and larger production packages.
(Translation: There is no significant acquisition to
report.) As prices continue to fall, greater acquisi-
tion opportunities are expected. ONEOK
Resources’ past acquisitions, when coupled with
2001 prices, achieved $58 million in operating
income, up 280 percent from one vear ago.

properties, the production segment completed 155
wells during the year. That number is almost a 20-

year record and a hefty 50 percent bump over the

103 wells completed in 2000. The completion suc-
cess rate for the year was 94 percent.

ONEOK Resources’ financial results reflect
hedges in place. During 2001, 74 percent of the
company’s gas production was hedged at an average
price of $3.60 per thousand cubic feet. For 2002,
11 percent is hedged at an average price of $3.17.
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BRAGGING RIGHTS
CONTINUED

The group also took advantage of a very
attractive offer and sold its 40 percent equity
investment in K. Stewart Petroleum Corp. In
the process, ONEOK Resources booked a small
gain and retained some potential upside should
the purchaser be successful in developing major
prospects owned by K. Stewart.

Marketing and Trading
We celebrated a milestone in 2000 when ONEOK
Energy Marketing & Trading (OEMT) exceeded
$4.65 billion in gross revenue. OEMT broke its
own record in 2001 by closing the year with a gross
revenue totaling $4.91 billion. The marketing and
trading group’s $71.3 million in operating income
is a 39 percent increase over the prior year,
OEMT has been successful in its strategy to
capture trading opportunities between supply
basins and market centers. The operation holds
more than 1 billion cubic feet per day of firm
transportation capacity, moved 2.7 billion cubic
feet of gas per day during 2001 and has access

to more than 73 billion cubic feet of storage
capacity.

QOklahoma, Texas and Kansas hold the core
of OEMT’s physical assets — its storage facilities
and pipelines. These assets link with hub-and-
spoke systems in California, the Rockies and
Chicago. As a result, wholesale and retail growth
opportunities have developed outside the core
holdings. Success in the hub-and-spoke strategy
demonstrates that OEMT can lease both trans-
portation and storage capacity to capture and
capitalize on price volatility in the marketplace.
The company was especially pleased that several
long-term storage agreements were negotiated
effectively through 2005. OEMT has a presence
in 28 states, extending from California to Ohio
and from Texas to Minnesota.

In the 2001 Mastio Natural Gas Marketing
Customer Satisfaction Study, OEMT moved up
from the eighth to the sixth position. These
survey results help confirm that OEMT listens
to customers and makes every effort to under-
stand their needs.

Mastio 2001 Top-10
Ranked MEGA Marketers

—

. TXU Energy Trading
2. Conoco Inc.

3. Reliant Energy

j; 4. Mirant Americas Energy
jazv«' - — ;1‘:’: Entergy-Koch Trading
— : [ j . En b
= ) \@ ONEOK Energy Marksting & Tradlng
! h = TR == 8P Amoco
P N

8. CMS Energy Corp.
9. Aquila Energy
10. Coral Energy
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Marketing
and Trading

Results

(For The Year Ended Dec. 31)
Natural gas sales ($000)
Natural gas volumes (MMcf)
Capital expenditures ($000)
Operating income ($000)

Companies

2001 2000

$4,906556 § 4,658,787

877,602 990,033
1,184 3§ 815

$ 71344 $ 51274

Activities

ONECK Energy Markeling
& Trading Company

Markets natural gas to
wholesale and retail cus-
tomers in the United States,
leases gas storage from
others with direct access to
the West Coast and to the
Texas intrastate market.

[ MAJOR MARKETING HUBS

. MARKETING PRESENCE

Production

Results
(For The Year Ended Dec. 31)
Natural gas sales ($000}
Natural gas production (MMcf)
0if sales ($000)
Oil production (MBbls)
Capital expenditures ($000)
Operating income ($000)
Proved reserves at year end
Gas (Bef)
Oil (MBbls)

Companies

2001 2000
$ 107,846 $ 60,966
27,578 26,746
§ 12262 § 8571
493 400
$ 55974 3 34,035
$ 57939  § 15243
233.0 - 2547
4,511 4,339

| Activities

ONEOQK Resources Company

Produces naturaf gas and
oil. Participates as opera-
tor of some projects and
as a nonoperator, interest
partner in others.

[J PRODUCTION AREAS
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Transportation
and Storage

Results

(For The Year Ended Dec. 31)
Volumes transported (MMcf)
Capital expenditures ($000)
Operating income ($000)

Companies

2001 2000

538,221 557,052

$ 35911 § 37701

$ 57657 § 62,158
Activities

ONECK Gas Transportation, L.L.C.

Mid Continent Marlet Center

Mid Continent Transportation Company
ONEOK WesTex Transmission Gompany

ONEOK Gas Gathering

Provides affiliated and non-
affiliated companies access
to key natural gas produc-
ing areas through 9,700
miles of integrated gather-
ing and pipeline systems.

ONEOIK Gas Storage, L.L.C.

Owns 10 underground
storage facilities and leases
capacity to third parties.

[J ONEOK GAS
TRANSPORTATION,L.L.C.

ONEOK GAS
TRANSPORTATION — GATHERING

[J MID CONTINENT MARKET CENTER

3 MID CONTINENT TRANSPORTATION CO.
ONEOK WEeSTEX TRANSMISSION CO.
O STORAGE

Distribution

Results

(For The Year Ended Dec. 31)

Total throughput (MMcr)
Capital expenditures ($000)
Number of customers (Average)

Customers per employee (Average)

Oklahoma
Kansas
Operating income ($000)

Companies

2001 2000
315,690 346,330

§ 129937 § 124,983
1,436,444 1418444
639 586

579 555

§ 54097 § 97931

Activities

Oklahoma Natural Gas Company

Provides natural gas distribu-
tion services to 80 percent of
Oklahoma, including residen-
tial, commercial and industri-
al customers. Operations are
regulated by the Oklahoma
Corporation Commission.

Kansas Gas Service Company

Provides natural gas distribu-
fion services to approximately
two-thirds of Kansas, includ-
ing residential, commercial
and industrial customers.
Operations are regulated by
the Kansas Corporation
Commission.

.. KANSAS GAS SERVICE TERRITORY
[J OKLAHOMA NATURAL GAS TERRITORY
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BRAGGING RIGHTS
CONTINUED

Transportation and Storage

Looking to the future, ONEOK Gas
Transportation (OGT) signed a long-term
agreement to provide natural gas transportation
service to the Redbud Energy Facility. The
1,100-megawatt, combined-cycle generating plant
is under construction just northeast of Oklahoma
City. OGT will provide firm gas transportation
service of up to 200 million cubic feet per day to
the plant. Co-developed by InterGen and
Energetix, the plant is expected to begin commer-
cial operations by supplying wholesale electric
power during the second quarter of 2003.

Distribution
The 1.4 million customers served by Kansas Gas
Service Company and Oklahoma Natural Gas

Company have seen significantly lower utility
bills this winter when compared with the
unprecedented spikes in gas prices during 2000-
2001. KGS and ONG purchase natural gas on
behalf of customers through competitive bidding
processes. Ample natural gas supplies and declin-
ing market prices have made residential bills 30
to 40 percent less than one year ago.

Both companies also invested in initiatives
during 2001 that are resulting in improved
customer services and increased efficiencies.
Automated meter reading devices, for example,
have been installed in more than 153,000 KGS
customer locations. Benefits to customers include
same-day reads, faster response to complaints
and elimination of inaccessible meters.
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Abraham Lincoln failed in busi-
ness and lost re-nomination for
Congress. He also was defeated
in a run for state legislature, two

campaigns for U.S. Senate

and one nomination for Vice
President. When Lincoln finally
won the 1860 presidential elec-
tion, he received less than 40
percent of the popular vote. Yet
Lincoln is regarded as one of
the greatest presidents of all
time because of his leadership
during the Civil War, his efforts
to end slavery and his promo-
tion of democracy as a valid
form of government.

Desire ang

Performance
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@NE@Kag HISTORY IS A LITANY OF SUCCESSES
AND THE STORY OF A COMPANY THAT COMPETES TO WIN.
THAT SAME DESIRE AND DRIVE MOTIVATES US TODAY.
RECOGNIZING THAT OUR PERFORMANCE IS NEVER
PERFECT, WE CONSTANTLY MAKE APPROPRIATE
ADJUSTMENTS TO MAINTAIN OUR LEADERSHIP POSITION.
WHATSS AHEAD? WHY IS ONEOK DIFFERENT?
MEMBERS OF OUR MANAGEMENT TEAM PROVIDE

INSIGHT TO THOSE QUESTIONS.
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The demise of Enron’s trading

o operation set the stage for 2002.
| ©) .
| ~—/ How is ONECK affected?

Kyle: The impact on ONEOK is much
more limited than it was for many
others in the industry. Qur exposure is
under $40 million, an amount based
on commodity transactions primarily
for storage management and natural
gas production hedges with ONEOK
Energy Marketing & Trading and
ONEOK Resources. ONEOK's strategy
is very different from Enron’s. Our
company trades around actual physi-
cal assets, such as the natural gas
that we have in storage. | believe our
strategy puts us in a great position
to expand in our core territories and
to take advantage of opportunities
resulting from this difficult situation.
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Marketing and Trading’s “hub-and-spoke”
concept has worked well in California, the
Rockies and Chicago. What's next?

Skoog: Our goal for 2002 is twofold. We hope to
establish a southeast leg and additional storage
so we can get firm transportation to Louisiana,
Georgia and Florida. By year-end, we also hope to
have a fully imbedded Canadian leg and storage.
As a result, our marketing efforts should reach an
additional five or six states.

Can ONEOK sustain its desired 10 percent
compound annual growth?

Kyle: internal growth alone won't support our
stated goal. We have to be bigger. That means
making acquisitions that allow ONEOK to gain
economies of scale. We also must take aggres-
sive steps to manage the earnings volatility of
our gathering and processing segment.

Gathering and Processing has a cyclical
history of volatility. What changes will
make a difference?

Gibson: Most of the volatility in earnings that
we experience is attributable to our keep-whole
contracts. From time to time, these margins can
be negative. That's why our focus on amending
those contracts is so important. We also need to
provide producers with more fee-based and
process-sharing agreements. These agreements
have less exposure to margin risk and align our
interest with thase of the producers.

Will ONEOK Resources remain in its
“acquire and exploit” mode?

Helbird: Absolutely. We'd like to be four or five
times bigger than we are now, and we have the
infrastructure in place to do that. Our challenge
is to identify equity transactions that will be
accretive to corporate earnings. We also have
specific rate-of-return criteria. We pulled out of
several significant deals during 2001 because
our assessment of the value was half the seller’s
expectations. We completed several small deals
around the half-million dollar range in 2001. So,
we're not averse to going after crumbs. You give
us enough crumbs, and our team can put a loaf
together. That’s the nature of the beast.
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ONG and the Oklahoma Corporation
Commission were at odds last year.
What are you doing to change that situation?

Combs: We believe it is vital that we redefine our
relationship with the commission. ONG is in a
transitional phase as an unbundled natural gas
distribution company. That creates a regulator’s
dilemma: How do you regulate — which bespeaks
of a high level of control — yet at the same time
try to embrace competition, which by its nature
says you relinquish control? The Oklahoma
Corporation Commission is struggling with that.
We all are. Doing a better job communicating

and telling our story will be an important step.

What challenge does Kansas Gas Service
face in 20027

Dubay: After a year of trauma because of an
abnormally cold winter in 2000, Kansas Gas is
getting back to more normal business operations.
We are focusing on service standards and on
operating as efficiently as possible. During 2002,
Kansas Gas will file a rate request with the
Kansas Corporation Commission. 1t has been

five years since we filed a rate case, and this

one will be ONEOK’s first effort in Kansas.

Companies throughout the U.S. are reduc-
ing their workforce. Will GNEOK follow suit?

Kyle: Recession or not, | believe workforce
reductions and early-outs are the wrong tools.
The average company has a 10 percent annual
attrition rate, and ONEOK’s rate is similar. There
is no reason to go through the havoc of layoffs
when you can achieve the same results through
attrition. Across the board on all levels, our
employees are sharing in sacrifices so ONEOK
can deliver sclid financial performance.
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PART L
ITEM 1.  BUSINESS

General - ONEOK, Inc., an Oklahoma corporation, was organized on May 16, 1997. On November 26, 1997, it
acquired the gas business of Western Resources, Inc. (Western) and merged with ONECK Inc., a Delaware
corporation organized in 1933. It was a successor to a company founded in 1906 as Oklahoma Natural Gas
Company.

ONEOK, Inc. and subsidiaries (collectively, the “Company” or “ONECK”) engage in several aspects of the
energy business. The Company purchases, gathers, processes, transports, stores, and distributes natural gas. The
Company drills for and produces oil and natural gas, extracts, sells and markets natural gas liquids, and is engaged
in the gas marketing and trading business. The Company also owns and operates an electric generating plant and
engages in wholesale marketing of electricity. In addition, the Company leases and operates their headquarters
office building located in downtown Tulsa, Cklahoma (leasing excess space to others) and owns and operates a
related parking facility.

Change in Fiscal Year — In October 1999, the Company changed its fiscal year end from August 31 to December
31. Accordingly, the Company filed a Transition Report on Form 10-Q for the four months ended December 31,
1999, the Company’s Transition Pericd preceding the beginning of the new fiscal year.

Definitions

Following are definitions of abbreviations used in this Form 10-K:

Bbl 42 United States (U.S.) gallons, the basic unit for measuring crude oil and natural gas condensate

MBbls One thousand barrels

MBbls/d One thousand barrels per day

MMBbls One million barrels

Btu British Thermal Unit — a measure of the amount of heat required to raise the temperature of one
pound of water one degree Fahrenheit

MMBtu One million British thermal units

MMMBtu/d  One billion British thermal units per day

Mef One thousand cubic feet of gas

MMcf One million cubic feet of gas

MMcf/d One million cubic feet of gas per day

Mcfe Mcf equivalent, whereby barrels of oil are converted to Mcf using six Mcfs of natural gas to one
barrel of oil

Bef One billion cubic feet of gas

Befrd One billion cubic feet of gas per day

Befe Bef equivalent, whereby barrels of oil are converted to Bef using six Befs of natural gas to one
million barrels of il

NGLs Natural gas liquids

Mwh Megawatt hour

Acquisitioms and Sales

The Company’s strategy is to acquire assets that enhance the earnings potential of the Company and utilize
existing assets to maximize earnings. The Company expects to continue evaluating and assessing acquisition
opportunities to further complement its existing asset base. The Company also from time to time sells assets
when deemed less strategic or as other conditicns warrant.




K. Stewart Petroleum Corporation — In June 2001, the Company sold its forty percent interest in K. Stewart
Petroleum Corporation (K. Stewart), a privately held exploration company for $7.7 million. The Company
retained a production payment on future drilling successes.

Kinder Morgam, Inc. — In April 2000, the Company acquired certain natural gas gathering and processing assets
located in Okiahoma, Kansas and West Texas from Kinder Morgan, Inc. (KMI) and certain of its affiliates. The
Company also acquired KMI’s marketing and trading cperations, as well as some storage and transmission
pipelines in the mid-continent region. The Company paid approximately $123.5 million for these assets plus
working capital of approximately $53 million, which was subject to adjustment. The working capital adjustment
was made in the first quarter 2001, resulting in the Company receiving approximately $4 million. The Company
also assumed certain liabilities including an uneconomic lease obligation related to an operating lease for a
processing plant and some firm capacity lease obligations to unaffiliated parties with out-of-market terms. This
acquisition includes more than 12,000 miles of gathering and transportation pipeline, natural gas precessing plants
with capacity of 1.26 Bcf/d and storage facilities with a combined capacity of approximately 10 Bcf. The current
throughput of these gathering and processing assets is approximately 0.76 Bef/d. Approximately 350 employees
were added to the Company’s workforce as part of the acquisition.

Dynegy, Inc. - In March 2000, the Company acquired natural gas processing plants with an approximate capacity
of 375 MMcf/d and approximately 7,000 miles of gas gathering and transmission pipeline systems in Cklahoma,
Kansas and Texas from Dynegy, Inc. (Dynegy). The Company paid approximately $305 million for these assets,
which included a $3 million adjustment for working capital. The current throughput of the assets is
approximately 240 MMcf/d. Production of NGLs from the assets averages 25 MBbls/d. Approximately 75
employees have been added to the ONEOK workforce as part of the acquisition. The majority of these employees
are in field operations in western Oklahoma, the Texas panhandle and southern Kansas.

Indian Basin Gas Processing Plant - In 2000, the Company sold its 42.4 percent interest in the Indian Basin Gas
Processing Plant and gathering system for $55 million to El Paso Field Services Company, a business unit of El
Paso Energy Corperation.

Koch — In May 1999, the Company acquired the Oklahoma midstream natural gas gathering and processing assets
of Koch Midstream Enterprises (Koch) for $285 million in cash. The assets acquired include eight natural gas
processing plants and approximately 3,250 miles of gathering pipeline connected to 1,460 gas wells in Oklahoma.

Business Segments

The Company reports operations in the following reportable segments:
o Marketing and Trading

Gathering and Processing

Transportation and Storage

Distribution

Preduction

Power

Other

o 6 0 0 6o o

Marketing and Trading — The Marketing and Trading segment, previously referred to as the Marketing segment,
conducts its business through ONECK Energy Marketing and Trading Company (OEMT) and its subsidiaries.
OEMT is actively engaged in value creation through marketing and trading of natural gas to both wholesale and
retail customers in 28 states using leased gas storage and firm transportation capacity from related parties and
others. The Company has executed an integrated wholesale energy business strategy based on expanding their
existing marketing, trading and arbitrage opportunities in the natural gas and power markets. The combination of
owning or controlling strategic assets and a trusted, reliable marketing franchise is expected to allow the
Company to continue to capitalize on existing marketing, trading and arbitrage cpportunities.
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The Company primarily conducts its operations in the mid-continent region of the U.S. However, the acquisitions
during 2000 allowed the Marketing and Trading segment to expand its presence to the west coast, Texas,
throughout the Rockies, and to the Chicage city gate areas.

OEMT was the successful bidder to supply gas to Oklahoma Natural Gas Company (ONG), an affiliated
company, for its gas sales requirements for five years beginning in November 2000. In response, the Company
entered into firm supply arrangements with major producers and large independents that average in length from
two to five years.

Gathering and Processing —~ The Gathering and Processing segment gathers and processes natural gas and
fractionates, stores and markets NGLs primarily through its subsidiaries ONEOK Field Services Company (OFS)
and ONEOK NGL Marketing L.P. (NGL Marketing). These activities are conducted primarily in Oklahoma,
Kansas and Texas. In early 2000, the Company acquired additional gathering and processing assets including
natural gas processing plants with a combined capacity of approximately 1.6 Bef/d, approximately 13,400 miles
of gathering lines.

Transportation and Storage — The Transportation and Storage segment provides natural gas transportation,
storage services and non-processable gas gathering. These operations are primarily conducted through Mid
Continent Market Center, L.P. and Mid Continent Transportation, Inc. (collectively referred to as the Market
Center), ONEOK Gas Transportation, L.L.C. (OGT), ONEOK WesTex Transmission, Inc. (WesTex), ONEOK
Gas Storage, L.L.C. (OGS), ONEOK Sayre Storage Company (Sayre), ONEOK Texas Gas Storage L.P. (OTGS)
and ONEOK Gas Gathering, L.L.C. (OGG). Acquisitions in 2000 expanded the Company’s transmission and
storage operations intc Texas where the Company now owns and operates through its wholly owned subsidiary,
OTGS, three storage facilities with approximately 10 Bcf capacity, and WesTex which operates approximately
4,733 miles of intrastate pipeline in Texas. The Texas Railroad Commission (TRC) regulates both OTGS and
WesTex. In July 1999, the storage assets located in Oklahoma were removed from regulation by the Oklahoma
Corporation Commission (OCC). Following that, OGS and Sayre were granted market based rate authority by the
Federal Energy Regulatory Commission (FERC). In a May 2000 OCC Order, certain transportation assets in
Oklahoma included in the Transportation and Storage segment became a separate regulated utility from the
Distribution segment. The Market Center’s operations continue to be regulated by the Kansas Corporation
Commission (KCC). In October 2001, OGG was created by the merging of ONEOK Producer Services, L.L.C.
entity and the OGT gathering assets.

Distribution — The Distribution segment provides natural gas distribution in Oklahoma and Kansas and interstate
transportation across the Oklahoma/Texas border. The Company’s distribution operations in Oklahoma and
Kansas are conducted through ONG and Kansas Gas Service (KGS), respectively, both divisions of ONECK,
Inc., which serve residential, commercial, and industrial customers. ONG is regulated by the OCC and KGS is
regulated by the KCC. The Distribution segment serves approximately 80 percent of Oklahoma’s population and
71 percent of Kansas’population. OEMT, an affiliated company, was the successful bidder to supply gas to ONG
for a portion of its gas sales requirements for two to five years beginning in November 2000. The transportation
is provided by OkTex Pipeline Company (OkTex), which is regulated by the FERC.

Production — The Production segment produces natural gas and oil primarily in Oklahoma, Kansas and Texas
through ONEOK Rescurces Company. The Production segment’s strategy is to acquire and develop properties.
During 2001, the Company participated in drilling 155 wells of which 138 were gas, 10 were cil and 7 were dry
holes.

Power ~ The Company’s Power segment, which was created in January 2001, includes the operating results of the
peak electric generating plant constructed by the Company. The Company’s strategy is to capture the spark
spread premium, which is the value added by converting natural gas to electricity. The plant began operation in
mid-2001. The Company has a signed definitive agreement with an unaffiliated company for a 15-year term
providing the customer with the right to purchase up to 75 megawatts per hour of the plant’s generating capacity.
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Other — The primary companies in the Other segment include ONECK Leasing Company and ONEOK Parking
Company. ONEOK Leasing Company leases and operates the Company’s headquarters office building from an
unaffiliated partnership. ONEOK Parking Company owns and operates a parking garage adjacent to the
Company’s corporate headquarters.

Environmental Matters - The Company has 12 manufactured gas sites located in Kansas, which may contain
potentially harmful materials that are classified as hazardous material. Hazardous materials are subject tc control
or remediation under various environmental laws and regulations. A consent agreement with the Kansas
Department of Health and Environment (KDHE) presently governs all future work at these sites. The terms of the
consent agreement allow the Company to investigate these sites and set remediaticn priorities based upon the
results of the investigations and risk analysis. The pricritized sites will be investigated over a period of time as
negotiated with the KDHE. Through December 31, 2001, the costs of the investigations and risk analysis related
to these manufactured gas sites have been immaterial. Although remedial investigation and interim clean-up has
begun on four sites, limited information is available about the sites. Management’s best estimate of the cost of
remediation ranges from $100,000 to $10 million per site based on a limited comparison of costs incurred to
remediate comparable sites. These estimates do not give effect to potential insurance recoveries, recoveries
through rates or from unaffiliated parties. The KCC has permitted others to recover remediation costs through
rates. It should be noted that additional information and testing could result in costs significantly below or in
excess of the amounts estimated above. To the extent that such remediation costs are not recovered, the costs
could be material to the Company’s results of operations and cash flows depending on the remediation done and
number of years over which the remediation is completed.

The Company’s expenditures for environmental evaluation and remediation have not been significant in relation
to the results of operations of the Company. Capital expenditures for environmental issues during 2001 totaled
approximately $472,000. There have been no material effects upon eamings or the Company’s competitive
position during 2001 related to compliance with environmental regulations.

Employees - The Company employed 3,657 persons at December 31, 2001. KGS employed 863 people who are
subject to collective bargaining contracts as of December 31, 2001. The Company did not experience any strikes
or work stoppages during 2001. The Company’s current contracts with the Unions are as follows:

Union Employees Contract Expires
United Steelworkers of America 487 June 6, 2002
International Union of Operating Engineers 17 June 6, 2002
Gas Workers Metal Trades of the United Association of Journeyman and
Apprentices of the Plumbing and Pipefitting Industry of the United States and Canada 11 June 6, 2002
International Brotherhood of Electrical Workers 348 June 30, 2003

Segment Financial Imformation — For financial and statistical information regarding the Company’s business
units by segment, see “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
and Note M of Notes to Consolidated Financial Statements.




DESCRIPTION OF BUSINESS SEGMENTS
(A) MARKETING AND TRADING

General - The Company is engaged in the marketing and trading of natural gas to retail and wholesale customers
in 28 states throughout the United States. Due to expanded supply, storage capabilities, and recent acquisitions,
the Company markets gas from the California border, throughout the Rockies, tc the Chicago city gate. Of the
Company’s consolidated revenues, revenues from unaffiliated customers for the Marketing and Trading segment
represent approximately 63.1, 65.7 and 42.0 percent for fiscal years 2001, 2000, and 1959, respectively.
Operating income from the Marketing and Trading segment, including a $37.4 million charge related to Enron, is
24.2, 154 and 12.0 percent of the consolidated operating income for fiscal years 2001, 2000, and 1999,
respectively. The Marketing and Trading segment has no single external customer from which it receives ten
percent or more of consclidated revenues.

During 2001, two regulatory causes brought before the OCC related to an affiliate, ONG, also involved the
Marketing and Trading segment. The first cause related toc ONG’s right to collect unrecovered purchased gas
costs from the 2000/2001 winter. Under this cause, the OCC investigated whether ONG was treated fairly in its
contract with OEMT and it was determined that ONG was treated fairly and, in fact, paid less for gas than other
OEMT customers. In a second cause, Enogex, Inc. requested a rebid of gas supply and transportation service
awarded to OEMT in November 2001 and the OCC declined to order a rebid.

The Company engages in price risk management activities. On January 1, 2000, the Company adopted Emerging
Issues Task Force Issue No. 98-10, “Accounting for Energy Trading and Risk Management Activities” (EITF 98-
10) for its energy trading contracts. EITF 98-10 requires entities involved in energy trading activities to account
for energy trading contracts using mark-to-market accounting. Forwards, swaps, options, and energy
transportation and storage contracts utilized for trading activities are reflected at fair value as assets and liabilities
from price risk management activities in the consolidated balance sheets. The fair value of these assets and
liabilities is affected by the actual timing of settlements related to these contracts and current peried changes
resulting primarily from newly originated transactions and the impact of price movements. Changes in fair value
are recognized in net revenues, on a net basis, in the consolidated statements of income. Market prices used to
determine fair value of these assets and liabilities reflect management’s best estimate considering various factors
including closing exchange and over-the-counter quotations, time value and volatility underlying the
commitments. Market prices are adjusted for the potential impact of liquidating the Company’s position in an
orderly manner over a reascnable period of time under present market conditions.

Market Conditions and Business Seasomality - In response to a very competitive marketing and trading
environment resulting from continued deregulation of the retail natural gas markets and the restructuring of the
U.S. retail and wholesale electricity markets, the Company’s strategy is to concentrate its efforts on capitalizing
on short-term pricing volatility through marketing, trading and arbitrage opportunities provided by leasing or
ownership of storage, generation and transportation assets. OEMT focuses on building and strengthening supplier
and customer relationships to execute their strategy.

The Marketing and Trading segment’s revenue and gross margin on gas sales are subject to fluctuations during
the year primarily due to the impact certain seasonal factors have on sales volumes and the price of natural gas
and electricity. Natural gas sales volumes are typically higher in the winter heating months than in the summer
months, reflecting increased demand due to greater heating requirements and, typically, higher natural gas prices
that occur during the winter heating months.




Price Risk Management - In order to mitigate the risks associated with energy trading activities, OEMT
manages its portfolio of contracts and its assets in order to maximize value, minimize the associated risks and
provide overall liquidity. In doing so, OEMT uses price risk management instruments, including swaps, options,
futures and physical commodity-based contracts to manage exposures to market price movements. See Item 7A.
Quantitative and Qualitative Disclosures About Market Risk and Note C of Notes to Consolidated Financial
Statements for further discussion.

@) GATHERING AND PROCESSING

Generzl — The Company’s Gathering and Processing segment is engaged in the gathering and processing of
natural gas and the fractionation, storage and marketing of NGLs. The Company owns and operates or leases and
operates 25 gas processing plants, six of which are currently idle. It also has an ownership interest in four gas
processing plants that are operated by other owners. The total capacity of the plants the Company owns, leases or
has an ownership interest in is 2.2 Bef/d. In addition, the Company owns approximately 19,300 miles of natural
gas gathering systems. The Company has experienced significant growth in this segment with the acquisitions in
1999 and 2000.

The Company’s operating results were significantly impacted by the acquisitions in 1999 and 2000. Of the
Company’s consclidated revenues, revenues from unaffiliated customers for the Gathering and Processing
segment represent approximately 12.0, 12.6, and 3.9 percent for fiscal years 2001, 2000, and 1999, respectively.
Operating income from the Gathering and Processing segment is 14.8, 33.2, and 7.7 percent of the consolidated
operating income for fiscal years 2001, 2000, and 1999, respectively. The Gathering and Processing segment has
no single external customer from which it receives ten percent or more of consolidated revenues.

The gas processing operation includes the extraction of NGLs from natural gas and the separation (fractionation)
of mixed NGLs into component products (ethane, propane, isc butane, normal butane and natural gasoline). The
Company also extracts helium at two of its plants located in Kansas. The NGL component products are used by
and sold to a diverse customer base of end users for petrochemical feedstock, residential heating and cooking, and
blending into motor fuels. The gathering operation, which connects unaffiliated and affiliated producing wells to
the processing plants, consists of the gathering of natural gas through pipeline systems and compression and
dehydration services.

The Company generally processes gas under three types of contracts. Under the Company’s ‘“Percent of
Proceeds” (POP) contracts, the producer is paid a percentage of the market value of the natural gas and NGLs that
are processed. The Company’s “Keep Whole” contracts allow the Company to replace the Btu’s extracted as
NGLs with equivalent Btu’s of natural gas, which keeps the producer whole on Btu’s and allows the Company to
retain and sell the NGLs. Under “Fee” contracts, the Company is paid a cash fee for gas processing.

During 2001, the Company processed an average of 1,420 MMMBtw/d of natural gas and produced an average of
74 MBbls/d of NGLs. The Company markets its NGL production through NGL Marketing and also purchases
NGLs from third parties for resale. During 2001, the Company sold approximately 27,719 MBbls of NGLs to a
diverse base of customers.

Market Conditions and Business Seasonality — During the year, both crude oil and natural gas prices fell from
$29.33 per barrel and $9.98 per MMBtu to $18.00 per barrel and $1.83 per MMBtu, respectively. The downturn
of the economy reduced the demand for many NGL preducts, particularly ethane, which is a major component of
plastic products. Additionally, record high inventories in natural gas and other petroleum products, such as
propane, along with significantly warmer than normal temperatures across North America during the last quarter
of 2001 lowered demand for natural gas, home heating oil and propane causing weaker prices. Many economic
forecasts indicate the U.S. economy rebounding sometime in the second half of 2002, which is supported by
current forward pricing,




Despite significant consolidation in the recent past, the U.S. midstream industry remains relatively fragmented
and the Company faces competition from a variety of companies including major integrated oil companies, major
pipeline companies and their affiliated marketing companies, and national and local gas gatherers, processors and
marketers. Competition exists for cbtaining gas supplies for gathering and processing operations, cbtaining
supplies of raw product for fractionation and the transportation of natural gas and NGLs. The factors that affect
competition typically arise as a result of the efficiency and reliability of the operations, price and delivery
capabilities.

The Company has responded to these industry conditions by acquiring assets, most of which are strategically
located near the Company’s existing assets, reducing costs, rationalizing assets in non-core operating areas and
renegotiating contracts. The principal goal of these efforts is to mitigate the variability of earnings and cash flow
caused by fluctuations in commodity prices.

The Gathering and Processing segment is subject to seasonality. Products used for heating are normally more in
demand during the heating months of November through March. Accordingly, the prices of these products are
typically higher in the winter due to greater demand.

Acquisitions - In April 2000, the Company acquired certain natural gas gathering and processing assets from
KMI. This acquisition included natural gas processing plants with a capacity of 1.26 Bcf/d and 6,400 miles of
gathering lines. The current throughput of these gathering and processing assets is approximately 0.76 Bcf/d.
Production of NGLs from these assets averages 33 MBbls/d.

In March 2000, the Company acquired natural gas processing plants with a capacity of 375 MMcf/d and
approximately 7,000 miles of gas gathering and transmission pipeline systems from Dynegy. The current
throughput of these gathering and processing assets is approximately 240 MMcf/d. Production of natural gas
liquids from these assets averages 25 MBbls/d.

In May 1999, the Company acquired the Oklahoma midstream natural gas gathering and processing assets of
Koch Midstream Enterprises (Koch) for $285 million in cash. The assets acquired include eight natural gas
processing plants and approximately 3,250 miles of gathering pipeline connected to 1,460 gas wells in Oklahoma.

Government Regulations — The FERC has traditionally maintained that a processing plant is not a facility for
transportation or sale for resale of natural gas in interstate commerce and therefore is not subject to jurisdiction
under the Natural Gas Act (NGA). Although the FERC has made no specific declaration as to the jurisdictional
status of the Company’s gas processing operations or facilities, the Company believes its gas processing plants are
primarily involved in removing natural gas liquids and therefore exempt from FERC jurisdiction. The NGA also
exempts natural gas gathering facilities from the jurisdiction of the FERC. Interstate transmission facilities, on
the other hand, remain subject to FERC jurisdiction. The FERC has historically distinguished between these two
types of facilities on a fact-specific basis. The Company believes its gathering facilities and operations meet the
criteria used by the FERC to determine a non-jurisdictional gathering facility status. The Company can transpert
residue gas from its plants to interstate pipelines in accordance with Section 311{a) of the Natural Gas Policy Act
(NGPA).

The states of Oklahoma, Kansas and Texas also have statutes regulating, in various degrees, the gathering of gas
in those states. In each state, regulaticn is applied on a case by case basis if a complaint is filed against the
gatherer with the appropriate state regulatory agency.

Risk Management - Derivative instruments are used to minimize volatility in NGL and natural gas prices.
Accordingly, the Company, at times, uses derivative instruments to hedge the price of natural gas purchased and
used for processing and operations. The Company also, from time to time, uses derivative instruments to secure a
certain price for their NGL products. See Item 7A. Quantitative and Qualitative Disclosures About Market Risk
and Note C of Notes to the Consclidated Financial Statements.




© TRANSPORTATION AND STORAGE

General — ONECK’s Transportation and Storage segment provides intrastate natural gas pipeline transportation,
Section 311(a) of the NGPA interstate transportation and storage in Oklahoma, Kansas, and Texas. ONEOK'’s
Distribution segment is the segment’s major customer for intrastate natural gas pipeline transportation in both
Oklahoma and Kansas. The Company conducts this business primarily through wholly owned intrastate pipeline
companies with a total of 9,689 miles of pipe and wholly-owned storage companies with a capacity of
approximately 58 Bef.

In Oklahoma, the Company operates OGT and OGS. These companies have approximately 3,245 miles of
pipeline and five storage facilities with a combined capacity of 43 Bef. Capacity in the storage facilities is leased
to both OEMT and third parties under varicus terms. The Sayre gas storage facility is leased on a long-term basis
to and operated by Natural Gas Pipeline Company of America. The Company retains 3 Bef of working storage
capacity in the Sayre facility for its own use. A $3.4 million expansion tc increase deliverability from the OGS
Depew storage field was completed in the spring of 2000.

The Oklahoma transmission system transported 253.9 Bef in 2001, 299.1 Bef in 2000 and 234.9 Bef in 1999.
OGT provides access to the major natural gas producing areas in Oklahoma. The system intersects 11
intra/interstate pipelines at 27 interconnect points and connects 21 processing plants and approximately 130
producing fields aliowing gas to be moved throughout the state.

In Kansas, the Company operates the Market Center with 1,711 miles of pipeline and two gas storage facilities
with approximately 5.0 Bef of capacity. In January 2001, Yaggy, one of the two storage facilities, was idled due
to operational and regulatory issues, idling approximately 3 Bef of Kansas storage. It cannct be determined at this
time when the facility will resume operations. A $10 million expansion of the Kansas transmission system was
completed during 2000, which connects the Market Center system to the ONEOK-operated Bushton natural gas
processing facility and the Northern Natural Gas and ANR pipelines. The Kansas transmission system
transported 77.9 Bef in 2001, 87.1 Bef in 2000 and 72.8 Bef in 1999. The Market Center provides access to the
major natural gas producing area in Kansas. The system intersects nine intra/interstate pipelines at 18 interconnect
points and connects five processing plants and approximately three producing fields.

In Texas, the Company operates WesTex with approximately 4,733 miles of pipeline and OTGS with three
storage facilities, one of which is currently idled. Total storage capacity is approximately 10 Bef. Both WesTex
and OTGS were acquired from KMI in April 2000. The Texas transmission system transported 206.4 Bef in 2001
and 170.8 Bef in 2000. WesTex provides access to the major natural gas producing areas in the Texas Panhandle
and the Permian Basin. The system intersects 11 intra/interstate pipelines at 32 interconnect points and connects
11 natural gas processing plants and approximately two producing fields allowing gas to be moved to the Waha
Hub for transportation to the west, including California. This pipeline allows the Company to provide service to
the city of El Paso, Texas. Loop, one of three storage facilities in Texas, was idled due to operational and
regulatory issues subsequent tc acquisition of the facility in 2000. This idled approximately 5 Bef of Texas
storage capacity and it has not been determined when the facility will resume operations.

ONEOK Gas Gathering, L.L.C. operates the gathering pipelines that are owned by the Company and connected to
the Company’s transmission pipelines, including gathering systems previously cwned by OGT and ONEOK
Producer Services, L.L.C.

Of the Company’s consolidated revenues, revenues from unaffiliated customers for the Transportation and
Storage segment represent approximately 1.1, 1.7, and 1.5 percent for fiscal years 2001, 2000, and 1999,
respectively. The majority of the Transportation and Storage segment’s revenues are derived from services
provided to affiliates. Operating income from the Transportation and Storage segment is 19.5, 18.6, and 27.9
percent of the consclidated operating income for fiscal years 2001, 2000, and 1999, respectively. The
Transportation and Storage segment has no single external customer from which it receives ten percent or more of
consolidated revenues.
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Market Conditions amd Seasomality - The Transportation and Storage segment primarily serves local
distribution companies (LDC’s) and large industrial customers. The Transportation and Storage segment
competes directly with other intrastate and interstate pipelines and storage facilities within each of their respective
states. Competition for transportation services continues to increase as the FERC and state regulatory bodies
introduce more competition in the natural gas markets. Factors that affect competition are location, price and the
quality of services provided. This industry is significantly affected by the strength of the economy and price
volatility. The Company believes that the working capacity of its transportation and storage assets enables it to
compete effectively.

The Transportation and Storage segment is subject to seasonality. Volumes transported are slightly higher in the
heating season since some customers transpert volumes for heating needs. Historically, customers and the
Company purchased and stored gas in the summer months when prices were lower and withdrew gas during the
heating season; however, increased price volatility in the natural gas market can mitigate the seasonality effect by
influencing decisions relating to injection and withdrawal of natural gas in storage.

Government Regulations ~The Company received a final order from the OCC in the second quarter of 2000 that
separated the distribution assets of ONG and the transmission and gathering assets of OGT and related affiliates
into two separate public utilities. This order also adjusted ONG’s rates for the removal of the gathering,
transmission and storage assets, and established a competitive bid process for ONG’s upstream service. Through
the competitive bid process, OGT retained approximately 96 percent of ONG’s upstream transportation
requirements.

Effective November 1, 1999, by order from the OCC, the Company’s gathering and storage assets and services in
Oklahoma were removed from utility regulation. Assets were removed from the Oklahoma customers’ rate base
and are now included in this segment where they are being utilized in the competitive marketplace.

The Company’s transportation and storage assets in Kansas are regulated by the KCC. The Company has
flexibility in establishing transportation rates with customers; however, there is a maximum rate that the Market
Center can charge its customers. In the first quarter of 2002, the Company filed an application with the KCC to
transfer a portion of the transportation assets of the Market Center to KGS and the gathering assets toc OFS. A
final order is expected in mid-2002.

The Company’s transportation and storage assets located in Texas are regulated by the TRC. The Company has
flexibility in establishing transportation rates with customers; however, if a rate cannot be agreed upon, the rate is
established by the TRC.

In January 2001, the Yaggy storage facility was idled due to operational and regulatory issues related to the
natural gas explosions and eruptions of natural gas geysers. This idled approximately 3 Bcf of Kansas storage
capacity. Also, the Loop storage facility was idled due to operational and regulatory issues subsequent tc the
acquisition of the facility in 2000. This idled approximately 5 Bcf of Texas' storage capacity. It has not been
determined when either of the facilities will resume operations.

Customers - The Transportation and Storage segment serves the affiliated companies of the Distribution segment
and Marketing and Trading segment as well as a number of transporters in the utilization of the transportation and
storage facilities. Each of the companies provides flexible service alternatives to serve consumers. In June 2001,
the Company announced the execution of long-term agreements between OGT and InterGen North America
(InterGen) for firm transportation service to InterGen’s gas fueled Redbud Energy Facility in the amount of 200
MMecf/d. In June 2001, commercial operation for gas transportation began to the NRG McClain Generating
Facility, which is on the OGT system, for transportation volumes up tc 85 MMcf/d.
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Acguisitions — The Company acquired transportation and storage assets located in Texas from KMI in April
2000. These assets are strategic assets to the Company in part since they give the Company access to an
expanded area in the Texas and California markets.

(D) DISTRIBUTION

General - ONG distributes natural gas to wholesale and retail customers located in the state of Oklahoma. At
December 31, 2001, ONG delivered natural gas to approximately 802,000 customers in 327 communities in
Oklahoma. ONG’s largest markets are the Oklahoma City and Tulsa metropolitan areas. ONG also sells natural
gas to other local gas distributors serving 39 Cklahoma communities. During 2000, the Oklahoma customers of
KGS were removed from the KGS customer base and became ONG customers.

At December 31, 2001, KGS supplied natural gas to approximately 642,000 customers in 340 communities in
Kansas. It alsoc makes wholesale delivery to 11 customers. KGS’s largest markets served inciude Wichita,
Topeka, and Johnson County, which includes Overland Park, Kansas.

Of the Company’s consolidated revenues, revenues from unaffiliated customers for the Distribution segment
represent approximately 22.1, 19.1 and 49.8 percent for fiscal years 2001, 2000 and 1999, respectively. Operating
income from the Distribution segment is 18.3, 29.3 and 45.5 percent of the consolidated operating income for
fiscal years 2001, 2000 and 1999, respectively. The Distribution segment has no single external customer from
which it receives ten percent or more of consolidated revenues.

Gas Supply - Gas supplies available to ONG for purchase and resale include supplies of gas under both short and
long-term contracts with gas marketers, independent producers and other suppliers. Oklahoma is the third largest
gas producing state in the nation, and ONG has direct access through the Transportation and Storage segment’s
transmission system and transmission systems belonging to unaffiliated companies to all of the major gas
producing areas in Oklahoma. The Company’s gas storage, transportation and gathering assets were unbundled
from the utility and operate as separate entities. Gas supply and transportation bids were awarded for service
beginning in the 2000/2001 heating seascn for two and five year terms. As a result of the process, the majority cf
ONG’s gas supply and gas transportation needs will continue to be met by two affiliates, OEMT for supply, and
OGT for upstream transportation service for five years.

KGS has transportation agreements for delivery of gas that have remaining terms varying from one to twelve
years with the following non-affiliated pipeline transmission companies: Williams Gas Pipelines Central, Inc.
(Williams), Enbridge Pipelines - KPC, Inc. (KPC), Kinder Morgan Interstate Gas Transmission, L.L.C,,
Panhandle Eastern Pipeline Company, Northern Natural Gas Company and Natural Gas Pipeline of America.
Additionally, approximately 20 percent of KGS’s transportation service is provided by the affiliated intrastate
pipeline companies referred to as the Market Center.

KGS has a long-term gas purchase contract with Amoco Production Company (Amoco) for the purpose of
meeting the requirements of the customers served cver the Williams pipeline system. The Company anticipates
that the contract will supply between 45 percent and 55 percent of KGS’s demand served by the Williams pipeline
system. Amoco is one of various suppliers over the Williams pipeline system and if this contract were canceled,
management believes gas supplied by Amoco could be replaced with gas from other suppliers. Gas available
under the contract that exceeds the needs of the Company’s residential and commercial customer base is also
available for sale to other parties, known as “As Available” gas sales.

For the remainder of KGS’s supply, the gas is purchased from a combination of direct wellhead production,
natural gas processing plants, and natural gas marketers and production companies.
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There is an adequate supply of natural gas available to its utility systems and the Company does not anticipate
problems with securing additional gas supply as needed for its customers. However, if supply shortages occur,
ONG’s rate schedule “Crder of Curtailment” and the KGS rate order “Priority of Service” provide for first
reducing or totally discontinuing gas service to large industrial users and graduating down to requesting
residential and commercial custemers to reduce their gas requirements to an amount essential for public health
and safety.

Customers - Residential and Commercial - ONG and KGS distribute natural gas as public utilities to
approximately 80 percent of Oklahoma’s population and 71 percent of Kansas’population. Natural gas sold to
residential and commercial customers, which is used primarily for heating and cocking, accounts for
approximately 69 and 28 percent of gas sales, respectively in Oklahoma and 76 and 24 percent of gas sales,
respectively, in Kansas.

A franchise, although non-exclusive, is a right to use the municipal streets, alleys, and other public ways for
utility facilities for a defined period of time for a fee. ONG has franchises in 58 municipalities including Tulsa
and Oklahoma City while KGS holds franchises in 279 municipalities. In management’s opinion, its franchises
contain no unduly burdensome restrictions and are sufficient for the transaction of business in the manner in
which it is now conducted.

Industrial - Under ONG’s pipeline capacity lease (PCL) program, certain customers, for a fee, can have their gas,
whether purchased from ONG or another supplier, transported to their facilities utilizing lines owned by ONG or
its affiliates. KGS transports gas for large industrial customers through its End-Use Customer Transportation
(ECT) program. The programs allow qualifying industrial and commercial customers to purchase gas on the spot
market and have it transported by ONG and KGS, respectively.

Because of increased competition for the transportation of gas to PCL and ECT customers, some of these
customers may be lost to affiliated or unaffiliated transporters. If the Transportation and Storage segment gained
some of this business, it would result in a shift of some revenues from the Distribution segment to the
Transportation and Storage segment.

Competition and Business Seasomality - The natural gas industry is expected to remain highly competitive
resulting from initiatives being pursued by the industry and regulatory agencies that allow industrial and
commercial customers increased options for energy supplies. Management believes that it must maintain a
competitive advantage in order to retain its customers and, accordingly, continues tc focus on reducing costs.

The Company is subject to competition from electric utilities offering electricity as a rival energy source and
competing for the space heating, water heating, and industrial process markets. Alternative fuels such as propane
and fuel oil also present competition. The principal means to compete against alternative fuels is lower prices,
and natural gas continues to maintain its price advantage in the residential, commercial, and both small and large
industrial markets. In residential markets, the average cost of gas is less for ONG and KGS customers than the
cost of an equivalent amount of electricity. The Company provides education to customers on safety and the
benefits of natural gas, which include product performance, price and environmental impact.

The Company is subject to competition from other pipelines for its existing industrial load. Both ONG and KGS
compete for service to the large industrial and commercial customers, however, competition continues to lower
rates. A portion of ONG’s PCL services and KGS’s ECT services are at negotiated rates that are generally below
the approved PCL and transportation tariff rates, and increased competition potentially could lower these rates.
Industrial and transportation sales volumes tend to remain relatively constant throughout the year.
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Gas sales to residential and commercial customers are seasonal, as a substantial portion of gas is used principally
for heating. Accordingly, the volume of gas sales is consistently higher during the heating season (November
through March) than in other months of the year. ONG’s tariff rates include a temperature normalization
adjustment clause during the heating season, which mitigates the effect of fluctuations in weather. KGS also
implemented a weather normalization clause in December 2000, which mitigates the effect of fluctuations in
weather on revenues. The WeatherProof Bill program, implemented in September 1999 is designed to mitigate
the effect of weather fluctuations in Kansas for customers electing to use this program.

Government Regulations - Rates charged for gas services are established by the OCC for ONG and by the KCC
for KGS. Gas purchase costs are included in the Purchased Gas Adjustment (PGA) clause rate that is billed to
customers. The Company does not make a profit on the cost of gas. Other changes in costs must be recovered
through periodic rate adjustments approved by the OCC and KCC.

There were several regulatory initiatives in 2001, some due to the extraordinary winter of 2000/2001. The
highlights of these initiatives are as follows:

o The OCC issued an order denying ONG the right to collect $34.6 million in outstanding gas costs
incurred while serving customers during the 2000/2001 winter season. The Company appealed this order
to the Oklahoma Supreme Court and asked the OCC to stay the provisions of this order pending the
outcome of the Company’s appeal. The OCC subsequently approved the Company’s request to stay this
order, allowing ONG to collect the $34.6 million, subject to refund should the Company ultimately lose
the case. ONEOK took a charge against fourth-quarter earnings as a result of the Commission's order.
Although the Company will continue to assert its legal rights, it is hopeful that a resolution of this issue
can be negotiated.

o Enogex, Inc. requested that the OCC order a rebid of the gas supply and transportation service awarded
by ONG for service commencing in 2001. A majority of both the gas supply and the transportation
services had been awarded to affiliates of ONG. The OCC determined that there was no basis to require a
rebid.

o ONG continues tc take an active role in response to the OCC’s Notice of Inquiry and Notice of Proposed
Rulemaking regarding the use of physical and financial instruments to hedge against fuel procurement
volatility. ONG exercised provisions contained in a number of its gas supply contracts that allow ONG to
fix the price of a portion of its gas supply. ONG fixed the price of approximately 40% of its anticipated
2001/2002 winter gas supply deliveries.

o  ONG received approval from the OCC to create a Voluntary Fixed Price pilot program that will enable its
residential sales customers to fix the gas cost portion of their bill for a specified winter period. The
program is being proposed for customers’ 2002/2003 gas bills.

o During 2001, the KCC issued an Order extending the time pericd for which gas service disconnection
during inclement weather conditions cannct be made. Due to the extension of the time period restricting
disconnections, delinquent KGS customers were allowed to continue gas service, thus increasing
uncollectible amounts. Higher gas costs in the 2000/2001 heating season also contributed to the increased
uncollectible amounts. KGS and other distribution companies in Kansas filed a joint application with the
KCC seeking approval to recover the additional uncellectible amounts incurred during the 2000/2001
heating season until reviewed in the next rate case. The KCC approved the deferral allowing the
companies to seek recovery of the extraordinary uncollectible account levels experienced in the
2000/2001 winter. KGS expects to file a rate case in late 2002. No accounting treatment has yet been
determined.
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o KGS and the Market Center requested authorization from the KCC to transfer a portion of the
transportation assets of the Market Center to KGS. A ruling is expected during 2002.

o  During 2000, the KCC issued an Order allowing KGS to recover additional costs of its gas purchase
hedging program established to protect the price paid by customers for gas purchases.

o The KCC approved KGS’s WeatherProof Bill Program for the year 2001/2002 heating season. This plan
allows customers, at their discretion, to fix their monthly payment.

o The KCC granted the Company weather normalization beginning December 2000 that mitigates weather
related revenue fluctuations.

o In October 2001, the KCC entered a Suspension Order prohibiting the recovery of a portion of KPC gas
transportation service costs through the Cost of Gas Rider. The KCC will conduct a hearing on the pass
through of those costs in May 2002. KGS is involved in related litigation in the Kansas Court of Appeals,
the FERC and the Federal District Court in Kansas. The dispute involves a 1997 settlement agreement
entered into by KPC, KGS and the KCC staff. KGS and the KCC staff allege KPC has failed to reduce
the rates it is charging KGS in accordance with the settlement agreement. In accordance with regulatory
“out” provisions contained in the agreement, KGS is withholding payment to KPC to the extent KGS is
not allowed to pass KPC’s charges to its customers through the cost of gas rider. KGS is currently
accounting for the costs as a deferred gas cost, offset by a deferred liability, and not passing the costs on
fo customers.

The Company has settled all known claims arising out of long-term gas supply contracts containing “take-or-
pay” provisions that purport to require the Company to pay for volumes of natural gas contracted for but not
taken. The OCC has authorized recovery of the accumulated settlement costs over a 20 year period, expiring in
2014, or approximately $6.7 million annually through a combination of a surcharge from customers and revenue
from transportation under Section 311(a) of the NGPA and other intrastate transportation revenues. There are no
significant potential claims or cases pending against the Company under “take-or-pay” contracts.

OkTex transports gas in interstate commerce under Section 311(a) of the NGPA and is treated as a separate entity
by the FERC. Accordingly, OkTex is subject to the regulatory jurisdiction of the FERC under the NGA with
respect to rates, accounts and records, the addition of facilities, the extension of services in some cases, the
abandonment of services and facilities, the curtailment of gas deliveries and other matters. OkTex has the
capacity tc move up to 800 million cubic feet per day.

In the first quarter of 2000, the FERC issued Order No. 637, which, among other things, imposed additional
reporting requirements, required changes to make pipeline and secondary market services more comparable,
removed the price caps on secondary market capacity for a period of two years, allowed rates to be based on
seasonal or term differentiated factors and narrowed the applicability of the regulatory right of first refusal to
apply only to the maximum rate contracts. The Company’s interstate pipeline implemented the new regulations in
May 2000. The FERC Order did not have a material effect on the Company’s operations.

(§) PRODUCTION

General - The Company’s strategy has been to concentrate ownership of natural gas and oil reserves in the mid-
continent region in order to add value not only to its existing production operations but also to integrate it into its
gathering and processing, marketing and trading, and transportation and storage businesses. The Company
continues to focus on growing through acquisitions and developing existing properties.
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Of the Company’s consolidated revenues, revenues from unaffiliated customers for the Production segment
represent approximately 1.4, 0.8 and 2.4 percent for fiscal years 2001, 2000 and 1999, respectively. Operating
income from the Production segment is 19.6, 4.6 and 6.3 percent of the consclidated operating income for fiscal
years 2001, 2000, and 1999, respectively. The Production segment has no single external customer from which it
receives ten percent or more of consclidated revenues.

Producing Reserves — The Production segment primarily focuses its production activities in natural gas. As of
December 31, 2001, the Company had interest in 2,172 gas wells and 218 oil wells located primarily in
QOklahoma, Kansas and Texas. A number of these wells produce from multiple zones. Production increased in
2001 as compared to 2000, primarily as a result of production from new wells drilied.

Market Conditions and Busimess Seasomality — Natural gas prices at the beginning of 2001 were at
unprecedented highs. The high prices resulted in a significant amount of drilling in the U.S. for the first half of
2001. Accordingly, lack of rig availability delayed some developmental drilling projects for the Company. The
subsequent decline in gas prices during the second half of the year reduced the rig shortage and allowed the
Company to resume its development projects. In addition, the Company continues to actively pursue acquisition
opportunities as a low-risk method of adding reserves.

The goal of the Company is to develop an economically viable reserve base through acquisition and development.
The Company operates much of the reserve base. In doing so, the Company competes with many large integrated
oil and gas companies and numercus independent oil and gas companies of various sizes. The Company is in a
good competitive position within its operating region due to low finding costs and high quality production at
locations near transportation points and markets. During 2001, the segment’s production was sold to a number of
affiliated and unaffiliated markets, all at market prices.

Similar to the Company’s other business segments, the Production segment is subject to seasonal factors. The
Production segment’s revenues are impacted by prices, which, historically, are higher in the winter heating
months when demand is higher than in the summer and shoulder months of spring and fall. Qil prices in the U.S.
are also impacted by internaticnal production and export policies.

Property Acquisitions and Divestitures — The Company acquired $1.5 million of properties located in the mid-
continent region of the U.S. during 2001.

In June 2001, the Company sold its 40 percent equity interest in K. Stewart for $7.7 million, recognizing a gain
from the saie of $0.8 million.

Risk Management - The Company utilized derivative instruments in 2001 in order to hedge anticipated sales of
natural gas and oil production. During 2001, approximately 74% of the Company’s proved developed production
was hedged with commodity swap or option collar agreements whereby the Company was able to set the price to
be received for the future production and reduce the risk of declining market prices between the origination date
of the swap and the month of production.

At December 31, 2001, the Production segment had 11 percent of its proved developed gas production hedged for
fiscal year 2002. See Item 7A. Quantitative and Qualitative Disclosures About Market Risk and Note C of Notes
to Consclidated Financial Statements.
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(F) POWER

General - The Company’s Power segment was created in January 2001 to engage in regional wholesale power
trading in the Southwest Power Pool (SPP), Electric Reliability Council of Texas, and Southeast Electric
Reliability Council. The Company is also a member of the Western Systems Power Pool. Transactions conducted
by the Power segment include capacity and energy. The 300-megawatt power plant, which began operations in
mid-2001, is located adjacent to one of the Company’s natural gas storage facilities and is configured to supply
electric power during peak periods with four gas-powered turbine generators manufactured by General Electric.
The Company also has leased from the SPP 200 megawatts of firm point-to-point transmission capacity from the
power plant to Entergy Services’ transmission system near Fort Smith, Arkansas.

The Company has a signed definitive agreement with an unaffiliated company for a 15-year term providing the
customer the right to purchase up to 75 megawatts per hour of the plant’s generating capacity.

The completed construction of this power plant complements the Company’s strategy of maximizing earnings
capacity of existing assets and exploring new opportunities that are expected to have a positive impact on
earnings. Of the Company’s consolidated revenues, revenues from unaffiliated customers for the Power segment
represent approximately 0.4 percent in fiscal year 2001. Operating income from the Power segment is 1.2 percent
of the consolidated operating income for fiscal year 2001. The Power segment has no single external customer
from which it receives ten percent or more of consoclidated revenues.

Market Conditions and Business Seasomality — The Power segment primarily serves peaking requirements in
the SPP. There is currently limited competition in this market; however, several peaking plants are currently
being constructed in the region, which will increase competition in the future. Competition typically arises as a
result of a plant’s location, transmission capabilities and operational efficiency. The Company believes that the
fully operational status of the plant, as compared to competitor plants that are still being constructed and the
plant’s ability to start up quickly with its readily available gas supply allow it to be a competitive force in its
market. More importantly, the Company believes that it serves a specific niche through cross commedity trading
natural gas and electricity in the power trading market, rather than producing baseload electricity.

The Power segment’s revenue and gross margin on power sales are subject to seasonality due to fluctuations in
sales volumes and the price of natural gas and electricity. Electricity volumes are typically higher in the summer
cooling months than in the winter months, reflecting increased demand due to greater cooling requirements.
However, increased price volatility in the natural gas market can mitigate the seasonality effect by influencing
decisions related to injection and withdrawal of natural gas in storage.

Price Risk Management — The Company’s strategy is to capture market volatility in the spark spread premium,
which is the value added by converting natural gas to electricity. In doing so, the Power segment uses price risk
management instruments, including options, futures and physical commodity-based contracts to manage
exposures to market price movements.  See Item 7A. Quantitative and Qualitative Disclosures About Market
Risk and Note C of Notes to Consolidated Financial Statements.

(G) OTHER

The Company, through two subsidiaries, owns a parking garage and leases an office building (ONEOK Plaza) in
downtown Tulsa, Okiahoma, in which the Company’s headquarters are located. The parking garage is owned and
operated by ONEOK Parking Company. ONEOK Leasing Company leases excess office space to others. The
Other segment has no single external customer from which it receives ten percent or more of consolidated
revenues.
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The Other segment includes the approximate 21 percent current ownership of Magnum Hunter Resources, Inc.
(MHR), which is currently accounted for under the equity methed. In December 2001, MHR announced a merger
with Prize Energy Corp. (“Prize”). ONEOK has informed MHR that the Company will not “top-up” its
investment in the merged company, thereby decreasing its ownership to approximately 11 percent in the merged
company, and ONECK has agreed to give up one Director’s position on the MHR Board of Directors. Assuming
the merger is completed in 2002, the Company will begin accounting for the investment in MHR as an available
for sale security and, accordingly, mark the investment to fair value through other comprehensive income.

ITEM 2. PROPERTIES
(A) DESCRIPTION OF PROPERTY
GATHERING AND PROCESSING

The Company owns and operates or leases and operates 25 natural gas processing plants in Oklahoma, Kansas
and Texas, six of which are currently idle. It also has an ownership interest in four natural gas processing plants
that are operated by other owners. The Company owns approximately 19,300 miles of natural gas gathering
pipeline, some of which are connected to the Company’s natural gas processing plants. The total capacity of the
plants the Company owns, leases or has an ownership interest in is 2.2 Bef/d, of which 0.150 Bef/d is currently
idled. The Company’s natural gas processing operations utilize two types of gas processing plants, field and
straddle plants. Field plants aggregate volumes from multiple producing wells into quantities that can be
economically processed to extract natural gas liquids and to remove water vapor and other contaminants. Straddle
plants are situated on mainline natural gas pipelines and allow coperators to extract natural gas liquids under
contract from a natural gas stream when the market value of natural gas liquids separated from the natural gas
stream is higher than the market value of the same unprocessed natural gas stream.

The Company’s natural gas processing plants were operating at various capacities throughout the year. At certain
times throughout the year, the Company’s natural gas processing facilities operated at levels well below capacity
due to the historically high natural gas prices. When this occurred, some producers sold their natural gas rather
than having it processed into NGLs. The Company is rationalizing assets in non-core operating areas. Overall,
the plants operated at approximately 64 percent of capacity.

The Company owns and operates or leases and operates five NGL storage and terminal facilities in Kansas and
Texas. The total capacity of the facilities is approximately 18,000 MBbls.

The Company owns and operates or leases and operates two fractionation facilities in Cklahoma and Kansas. The
total fractionation capacity of the two facilities is approximately 90,000 Bbis/d.

TRANSPORTATION AND STORAGE

The Company owned a combined total of approximately 3,245 miles of transmission pipeline in Oklahoma,
approximately 1,711 miles in Kansas, and approximately 4,733 miles in Texas at December 31, 2001.
Compression and dehydration facilities are located at various points throughout the pipeline system. In addition,
the Company owns five underground storage facilities located throughout Oklahoma, two storage facilities in
Kansas and three storage facilities in Texas. The storage facilities primarily consist of land and mineral leasehold
agreements, wells and equipment, rights of way, and cushion gas. The total working storage capacity of these
facilities is approximately 58 Bcf, of which 8 Bcf is currently idle. Four of the Oklahoma storage facilities are
located in close proximity to large market areas; the other storage facility is located in western Cklahoma and is
leased to and operated by ancther company. However, 3 Bef of working storage capacity in that facility has been
retained for the Company’s use. The storage facilities in Kansas and Texas are connected to the Company’s
pipelines and are located near unaffiliated intrastate and interstate pipelines, providing the Company’s storage
customers with access to multiple markets.
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DISTRIBUTION

The Company owned approximately 16,978 miles of pipeline and other distribution facilities in Oklahoma and
approximately 12,291 miles of pipeline and other distribution facilities in Kansas at December 31, 2001. The
Company owns a number of warehouses, garages, meter and regulator houses, service buildings, and other
buildings throughout Oklahoma and Kansas. The Company also owns a fleet of trucks and maintains an
inventory of spare parts, equipment, and supplies.

PRODUCTION

The Company owns varying economic interests, including working, royalty and overriding royalty interests, in
2,172 gas wells and 218 oil wells, some of which are completed in multiple producing zones. Such interests are
in wells located primarily in Oklahoma, Kansas, and Texas. The Company owns 191,713 net onshore developed
leasehold acres and 40,140 net onshore undeveloped acres, located primarily in Oklahoma, Kansas, and Texas.
The Company does not own any offshore acreage.

Lease acreage in producing units is held by production. Leases not held by production are generally for a term of
three years and may require payment of annual rentals.

POWER

The Company has constructed a 300-megawatt gas-fired merchant power plant located in Logan County,
Oklahoma adjacent to an affiliate’s gas storage facility. This plant is configured to supply electric power during
peak periods with four gas-powered turbine generators manufactured by General Electric. It began operations in
mid-2001. Total costs to construct this plant totaled approximately $120 million.

OTHER

The Company owns a parking garage and land, subject to a long-term ground lease. Upon this land is a seventeen-
story office building with approximately 517,000 square feet of net rentable space. The Company also leases its
office building under a lease term that expires in 2009 with six five-year renewal options. After the primary term

or any renewal period, the Company can purchase the property at its fair market value. The Company occupies
approximately 194,000 square feet for its own use and leases the remaining space to others.

@) OTHER INFORMATION

Oil and gas production is defined by the Securities and Exchange Commission (SEC) to inciude natural gas
liquids in their natural state. The Company’s gathering and processing operation produces natural gas liquids.
The SEC excludes the production of natural gas liquids resulting from the operations of gas processing plants as
an oil and gas activity. Accordingly, the following tables exclude information concerning the production of
natural gas liquids by the Company’s processing operations.

OIL GAS RESERVES

All of the oil and gas reserves for the Production segment are located in the United States.

Quantities of Oil and Gas Reserves - See Note S of Notes to Consolidated Financial Statements.

Present Value of Estimated Future Net Revenues - See Note T of Notes to Consolidated Financial Statements.

RESERVE ESTIMATES FILED WITH OTHERS

None.
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QUANTITIES OF OIL AND GAS PRODUCED

The net quantities of oil and natural gas produced and sold, including intercompany transactions for the
Production segment, were as follows:

Years Ended
December 31, December 31, August 31,
Sales 2601 2000 1999
Gil (MBbls) 492.6 400.0 460.0
Gas (MMcf) 27,578.4 26,746.0 27,773.0
Four Months Ended
December 31,

Sales 1999 1998

Qil (MBbls) 138.0 145.0

Gas (MMcf) 8,306.0 7,700.0

AVERAGE SALES PRICE AND PRODUCTION (LIFTING) COSTS

Average sales prices and production costs for the Production segment are as follows:

Years Ended
December 31, December 31,  August 31,
2001 2000 1999
Average Sales Price (a)
Per Bbi of oil S 2489 $ 2143 § 13.56
Per Mcf of gas 3 391 8§ 228 3 212
Average Production Costs
Per Mcfe (b) S 0.68 $ 0.60 $ 0.49
Four Months Ended
December 31,
1699 1598
Average Sales Price (a)
Per Bbl of 0il k) 1893 § 12.53
Per Mcf of gas $ 250 3% 2.03
Average Production Costs
Per Mcfe (b) $ 0.60 $ 0.46

(a) Indetermining the average sales price of oil and gas, sales to
affiliated companies were recorded on the same basis as sales

to unaffiliated customers.

(b) For the purpose of calculating the average production costs per

Mocf equivalent, barrels of oil were converted to Mcf using six

Mcfs of natural gas to one barrel of oil. Production costs, which include
production taxes, are based on the welthead market price, which averaged
$24.89 per Bbl of ¢il and $4.33 per Mcf of gas in 2001 and $29.34 per Bbl
of oil and $3.42 per Mcf of gas in 2000, instead of the weighted average
hedged price. This contributed to the significant increase in

average production costs per Mcfe. Production costs do not include
depreciation or depletion.
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WELLS AND DEVELOPED ACREAGE
The table shows gross and net wells in which the Production segment has an interest at December 31, 2001.
Gas Qil

Gross wells 2,172 218
Net wells 622 78

Gross developed acres and net developed acres by well classification are not available. Net developed acres for
both oil and gas is 191,713 acres.

UNDEVELOPED ACREAGE

The gross and net undeveloped leasehold acreage for the Production segment at December 31, 2001 is as follows:

Gross Net
Colorado 320 36
Kansas 1,228 538
Mississippi 2 1
QOklahoma 126,716 39,078
Texas 3,109 487
Total 131,375 40,140

Of the net undeveloped acres, approximately 38 percent is in the Anadarko Basin area of Oklahoma and Texas, 18
percent in the Arkoma Basin area of Cklahoma and 6 percent in the Ardmore Basin area of Cklahoma. The
balance is located in major producing areas in other states including Kansas, Texas and Colorado.

NET DEVELOPMENT WELLS DRILLED

The net interest in total development wells drilled, by well classification, for the Production segment is as follows:

Years Ended
December 31, December 31,  August 31,
2001 2000 1999
Development
Productive 29.6 28.5 22.5
Dry 0.6 1.8 1.4
Total 30.2 30.3 23.9
Four Months Ended
December 31,
1999 1998
Development
Productive 9.6 8.2
Dry 0.0 0.1
Total 9.6 8.3
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PRESENT DRILLING ACTIVITIES

On December 31, 2001, the Production segment was participating in the drilling of 6 wells. The Company’s net
interest in these wells amounts to 0.53 wells.

FUTURE OBLIGATIONS TO PROVIDE OIL AND GAS

None.
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ITEM 3. LEGAL PROCEEDINGS

United States ex rel. Jack J. Grymberg v. ONEQK, Inc.. ONEQK Resources Company, and Oklahoma
Natural Gas Company, (CTN-8), No. CIV-97-1006-R, United States District Court for the Western District
of Oklahoma, transferred, In re Natural Gas Rovalties Qui Tam Litigation, MIDL Docket No. 1293, United
States District Court for the District of Wyoming., On June 21, 1999, ONEOK, Inc. (“ONECK”) was served
with a Complaint filed by Jack J. Grynberg (“Grynberg”), purportedly on behalf of the United States pursuant to
the False Claims Act (31 U.S.C. § 729, et seq.). Similar complaints were filed against approximately 65 other
companies that measure natural gas extracted from lands owned by the federal government or American Indian
tribes. The gravamen of the complaints is that, since at least 1985, the defendants have systematically
undermeasured the volumes and/or the heating content of gas purchased from federal and Indian lands, resulting
in underpayment of royalties due the federal government and the various Indian tribes. Grynberg seeks to recover
the underpayments, interest, treble damages, costs, including attorneys’ fees, and civil penalties in the amount of
$5,000 to $10,000 for each violation of the False Claims Act. The actions brought by Grynberg, together with
certain other actions alleging underpayment of royalties to federal and Indian lessors, have been assigned toc a
muitidistrict litigation (MDL) proceeding in the United States District Court for the District of Wyoming for
coordination of pretrial proceedings. The Court has overruled the defendants’ Motions to Dismiss, but has not yet
established a scheduling order for further proceedings. No discovery relating to claims against ONEOK has
commenced in the case and ONEOK intends to vigorously defend all aspects of claims made against it in this
litigation.

ONEQK, Inc. v, Southern Union Company, No. 99-CV-0345-H(M), United States District Court for the
Northern District of Oklahoma, tramsferred, No. CV 00-1812-PHX-ROS, in the United States District
Court for the District of Arizona, on appeal of preliminary injunction, United States Court of Appeals for
the Tenth Circuit, Case No. 99-5103. On May 5, 1999, ONECK, Inc. (“ONEOK") filed a Complaint against
Southern Union Company (“Southern Union”) alleging that Southern Union had breached the February 21, 1999
Confidentiality and Standstill Agreement (the “Agreement”) between Southern Union and Southwest Gas
Corporation (“Southwest”) and had torticusly interfered with the ONEOK-Scuthwest merger. ONEOK alleged
that it is a third-party beneficiary of the Agreement. ONEOK also sought to enjoin Southern Union from
breaching the Agreement and from taking any other wrongful actions to disrupt the proposed merger of ONEOK
with Southwest. On May 11, 1999, the District Court granted a Temporary Restraining Order enjoining Southemn
Union from any future violation of its Agreement with Scuthwest, including soliciting proxies from Southwest
shareholders. On May 17, 1999, the Temporary Restraining Order became a Preliminary Injunction by stipulation
of the parties and was appealed to the Tenth Circuit Court of Appeals. Southern Union filed its Answer to the
Complaint on September 7, 1999, withdrawing some specific allegations of wrongdeing that it made in an earlier
filing. Southern Union filed an Amended Answer and Counterclaims on November 10, 1999, Southern Union’s
Counterclaims against ONEOK are for: (1) a declaratory judgment determining that the Agreement was
unenforceable; and (2) a declaratory judgment determining that Southern Union had not breached the Agreement.
The Court held a status conference on August 31, 2000, and granted Southern Union’s Motion to Transfer the
action to the federal district court in Arizona. Based on the transfer of the case to Arizona, on February 2, 2001,
the Tenth Circuit dismissed Southern Union’s appeal of the Preliminary Injunction for want of appellate
junsdiction. Following transfer to Arizona, by Order filed June 5, 2001, this case was conseclidated with Scuthern
Union Company v. Southwest Gas Corporation, et al., Case No. CIV-99-1294-PHX-ROS, described below. On
June 29, 2001, Southern Union filed a Motion for Summary Judgment on all of the claims asserted by ONECK
against Scuthern Union; in an Order dated January 4, 2002, the Court, among other things, granted Scuthern
Union’s Motion for Summary Judgment against ONEOK. Scuthern Unicn’s counterclaims have not been ruled
upon by the Court, but appear to have no further legal effect.

Southernm Uniom Company v. Southwest Gas Corporation, et al., No. CIV-99-1294-PHX-ROS, United States
District Court for the District of Arizoma. On July 19, 1999, the plaintiff, Scuthern Union Company
(“Southern Union”), filed its Complaint against Southwest Gas Corporation (“Scuthwest”), ONECK, Inc.
(“ONEOK™), Michael O. Maffie, Thomas Y. Hartley and Thomas R. Sheets (jointly “Southwest Individual
Defendants”) and Eugene N. Dubay and John A. Gaberino, Jr. (jointly “ONEOK Individual Defendants”), James
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M. Irvin (“Irvin”) and Jack D. Rose (“Rose”). Southern Union alleged (1) that the action arose out of a fraud and
racketeering scheme by Southwest and ONEOK and the individual defendants to block Southwest’s shareholders
from voting for Southern Union’s offer to acquire Southwest and ensure that only ONEOK'’s offer would be
approved, (2) the defendants entered into a secret campaign of deception, corruption and misrepresentation with
members of regulatory commissions in order to influence their vote on the Southern Union proposal to acquire
Southwest and to mislead the board and shareholders of Scuthwest to believe falsely that such an acquisition
would face greater regulatory hurdles than the proposed Southwest-ONEOK merger, (3) Southwest and
Southwest Individual Defendants fraudulently induced Southern Union to enter intc a Confidentiality and
Standstill Agreement (the “Agreement”) with Southwest, and (4) that corruption and fraud were necessary to
defeat the Southern Union offer. The Complaint alleged numerous causes of action including (1) racketeering in
viclation of 18 U.S.C. §§ 1962(c) and 1962(d), and unlawful activity in violation of Arizona Criminal Code
through a pattern of unlawful activities predicated on acts of extortion and a scheme or artifice to defraud against
all defendants and conspiracy (the “RICO claims”), (2) fraud in the inducement, breach of contract, viclation of
the Securities Exchange Act of 1934, breach of covenant of good faith and fair dealing and rescission of the
Agreement against Southwest, and (3) intentional interference with a business relationship and tortious
interference of a contractual relationship against ONEOK, the ONEOK Individual Defendants, the Southwest
Individual Defendants, Rose and Irvin. The Complaint asked for the award of an amount of not less than
$750,000,000 to be trebled for racketeering and unlawful violations (with attorneys’ fees and investigators’ fees);
compensatory damages of not less than $750,000,000 for fraud in the inducement, breach of contract, breach of
covenant of good faith and fair dealing, intentional interference with a business relationship, tortious interference
with contractual relationship and civil conspiracy (with interest and costs); rescission of the Agreement (with
costs), punitive damages, injunctive relief under the Securities Act of 1934 and any further relief the Court deems
just and proper. Thomas R. Sheets was later dismissed as a defendant by Southern Union. As a result of Motions
to Dismiss being filed by certain defendants, on October 12, 1999, Southern Union filed its First Amended
Verified Complaint (the “Amended Complaint”). The Amended Complaint asserted many of the same claims as
the earlier Complaint. Larry Brummett and Jim Kneale were added as named defendants to the action. On
May 30, 2000, Southern Union filed a dismissal with prejudice of its claims against Larry Brummett. The Court
granted leave to Southern Union to file its Second Amended Complaint on August 3, 2000, but further ordered
that Southern Union could make no further amendments to its Complaint. The Second Amended Complaint
alleged essentially the same claims as the earlier Complaint. On August 4, 2000, the Court heard arguments on
the defendants’ Motions to Dismiss the federal and state RICO claims, the motions of ONECK and Southwest to
dismiss or stay the action because of previocusly filed actions, the Motions to Dismiss for lack of personal
jurisdiction filed by several of the individual defendants, and the Motion to Dismiss filed by Jim Irvin on
sovereign immunity grounds. Southern Union orally made a motion at the hearing to dismiss without prejudice
its federal and state RICO claims against the ONEOK Individual Defendants, which was granted by the Court.
On August 28, 2000, the Court entered an Order denying the Motions to Dismiss for lack of personal jurisdiction
filed on behalf of Eugene N. Dubay and John A. Gaberino, Jr. but granted the motion filed on behalf of Jim
Kneale. On that same day, the Court entered an Order denying the Motion to Dismiss filed by Jim Irvin on
sovereign immunity grounds. The Court also entered an Order denying the defendants’ Motions to Dismiss the
federal and state RICO claims on the ground that they were precluded by the Private Securities Litigation Reform
Act. On August 24, 2000, ONEQK and all the other defendants filed Motions to Dismiss the claims asserted by
Southern Union in its Second Amended Complaint. On December 15, 2000, the Court withdrew its previous
Order of August 28, 2000, and granted the motions of ONEQK and Scuthwest to dismiss the federal RICO claims
made by Southern Union on the ground that they were precluded by the Private Securities Litigation Reform Act.
Motions were thereafter filed to apply the Court’s December 15, 2000 ruling to the other defendants and to
Southern Union’s state RICO claims; by Order filed May 23, 2001, the Court applied the December 15, 2000
ruling as to all defendants and dismissed Southern Union’s state RICO claims against all defendants. In an Order
dated June 21, 2001, the Court, among other things, granted the Motions to Dismiss all of Southermn Union’s
claims against ONEOK, Eugene N. Dubay, and John A. Gabering, Jr. except the claim for tortious interference
with business relations and, as to Eugene N. Dubay and John A. Gaberino, Jr., the claim for tortious interference
with contract. On or about June 29, 2001, ONEOK, Eugene N. Dubay, and John A. Gaberino, Jr. filed Motions
for Summary Judgment. In an Order filed September 26, 2001, the Court, among other things, granted the
Motions for Summary Judgment by ONEOK, Eugene N. Dubay, and John A. Gaberino, Jr. on Scouthern Union’s
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claim for tortious interference with business relations to the extent Southern Union is seeking lost profits damages
for the failed merger with Southwest but denied the motion to the extent Scuthern Union is seeking out-of-pocket
and punitive damages; and granted the Motions for Summary Judgment by Eugene N. Dubay and John A.
Gaberino, Jr. on Southern Union’s claim for tortious interference with contract. At this point, Southern Union’s
only remaining claim against ONEOK, Eugene Dubay and John A. Gaberino, Jr. is for out-of-pocket damages and
punitive damages based on alleged tortious interference with a business relationship. Under the current
Scheduling Order, final Motions for Summary Judgment may be filed by April 30, 2002 and trial is scheduled to
commence on October 15, 2002. ONEOK expects to file a Motion for Summary Judgment seeking a dismissal of
the remaining claims of Southern Unien, including the claim for punitive damages. Based on discovery in the
cases at this point, ONECK believes that Southern Union’s out-of-pocket damages potentially recoverable at trial,
exclusive of legal fees and expenses, are less than $1,000,000. As in all litigation, judgments of the Court are
potentially subject to appeal by the parties.

ONEQK, Ime. v. Southwest Gas Corporation, No. 00-CV-063-H(E), United States District Court for the
Northern District of Oklahoma, transferred, No. CIV-00-1775-PHX-ROS, United States District Court for
the District of Arizona. On January 21, 2000, as a result of its termination of the agreement for the merger of
ONEOK, Inc. (“ONECK”) and Southwest Gas Corporation (“Southwest””), ONEOK brought this action against
Southwest seeking a declaratory judgment determining that it had properly terminated the Merger Agreement. On
March 6, 2000, Southwest filed a motion seeking either a dismissal of the action or a transfer to the federal court
in Arizona. On August 23, 2000, ONECK filed its First Amended Complaint against Southwest, adding
allegations that Southwest had fraudulently induced ONEOK to enter intc the Amended Merger Agreement with
Southwest and had breached the Merger Agreement. At a status conference held on August 31, 2000, the Court
heard argument on and granted Southwest’s Motion to Transfer the action to the federal district court in Arizona.
Southwest’s filed its Amended Answer to ONEOK’s First Amended Complaint on or about May 7, 2001, denying
all claims. Following transfer to Arizona, by Order filed June 5, 2001, this case was consoclidated with Southern
Union Company v. Southwest Gas Corporation, et al., Case No. CIV-99-1294-PHX-ROS, described above. On
or about June 29, 2001, Southwest filed a Motion for Summary Judgment on ONEQOK ’s claims against Southwest.
In an Order dated January 4, 2002, the Court, among other things, granted Southwest’s Motion for Summary
Judgment as to ONEOK’s claims against Scuthwest for breach of contract and rescission, but denied Scuthwest’s
Motion for Summary Judgment as to ONEGCK’s claim against Scuthwest for fraudulent inducement. Under the
current Scheduling Order, final Motions for Summary Judgment may be filed by April 30, 2002 and trial is
scheduled to commence on October 15, 2002.

Southwest Gas Corpeoration v. ONEOK, Inc., No. CIV-00-0119-PHX-ROS, United States District Court for
the District of Arizoma. On January 24, 2000, Southwest Gas Corporation (“Southwest”) filed a complaint
against ONEGK, Inc. (“ONECK”) and Southern Unicn Company (“Southern Union”). Southwest alleges that:
(1) under the Merger Agreement between ONEOK and Scuthwest, ONEOK agreed to furnish all information
concerning itself that is required or customary for inclusion in the Southwest proxy statement related to the
merger and that none of such information would contain any untrue statement of material facts or omit tc state
any material facts required to be stated therein or necessary to make the statements therein in light of the
circumstances under which they are made, not misleading; (2) under the Merger Agreement ONEOK promised to
use its commercially reasonable efforts to obtain all necessary governmental authorization for the merger {and
consult with Southwest in respect thereto) and to take all other necessary actions and do all things necessary,
proper or advisable to consummate and make effective the merger transaction; (3) ONEOK failed to make certain
disclosures tc the Scuthwest Board; (4) if ONEOK had made such disclosures, it weould have caused the Board of
Southwest to have questicns about the chances of obtaining regulatory approvals and the Southwest Board might
not have entered into an amendment of the Merger Agreement and the Board would have demanded ONEOK cure
its breach of the Merger Agreement; (5) ONEOK’s failure to use its commercially reasonable efforts to obtain
such approval as required by the Merger Agreement; and (6) ONEOK has refused to cure its breach of and has
wrongfully terminated the Merger Agreement. The Complaint alleges numerocus causes of action including: (i)
fraud in the inducement; (ii) fraud; (iit) breach of contract; (iv) breach of implied covenant of good faith and fair
dealing; and (v) declaratory relief. The Complaint asks that the Merger Agreement be declared null and veid and
Southwest be awarded its actual, consequential, incidental and punitive damages in an amount in excess of
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$75,000 for fraud in the inducement and fraud or alternatively (1) damages for breach of the contract and implied
covenant in an amount in excess of $75,000, or (2) a declaration that ONEOK has breached the Merger
Agreement. On February 28, 2000, Southern Union filed its Answer to the Complaint denying the claims made
by Southwest. On or about April 16, 2001, ONECK filed its Answer to Southwest’s First Amended Complaint,
and Counterclaims against Southwest reasserting, in essence, the claims ONEOK asserts against Southwest in
Case No. CIV-00-1775-PHX-RCS, described above. On or about June 29, 2001, Southwest filed a Motion for
Partial Summary Judgment in its faver on its claims against ONECK for breach of contract and breach of the
implied covenant of good faith and fair dealing. Also on or about June 29, 2001, ONEOK filed a Motion for
Summary Judgment on Southwest’s claims against ONEOK. In an Order dated January 4, 2002, the Court,
among other things, (i) denied Southwest’s Motion for Partial Summary Judgment in its favor on its claims
against ONEQK for breach of contract and breach of the implied covenant of good faith and fair dealing; (ii)
granted ONEOK'’s Motion for Summary Judgment against Southwest with respect to Southwest’s claim for
“benefit-of-the-bargain” or “price differential damages” (i.e., damages measured by the difference between the
ONEOCK-Southwest Merger Agreement price per share and the market value of Southwest’s shares following
termination of the Merger Agreement); and (iii) denied ONEOK’s Motion for Summary Judgment in part with
respect to Southwest’s claims for fraud in the inducement and fraud. Under the current Scheduling Order, final
Motions for Summary Judgment may be filed by April 30, 2002 and trial is scheduled to commence on October
15, 2002. Based on discovery in the cases at this point, ONEOK believes that Southwest’s actual damages
potentially recoverable at trial, exclusive of legal fees and expenses, are less than $5,500,000. As in any
litigation, judgments of the Court are potentially subject to appeal by the parties.

In re ONEQK, Imc. Derivative Litieation, No. CJ-2000-00593, Distriet Court of Tulsa County, Oklahoma
(formerly Gaetam Lavalla, derivatively on behalf of nominal defendamt ONEQK, Ime. v. Larry W.
Brummett, et al., No. CJ-2000-598 and Hayward Lane, derivatively om behalf of mominal defendamt
ONEQK, Ime. v. Larry W. Brummett, et al.). On February 3, 2000, two substantially identical derivative
actions were filed in the District Court in Tulsa, Oklahoma, by shareholders against the members of the Board of
Directors of ONEOK, Inc. (“ONEQCK”) for viclation of their fiduciary duties to ONEOCK by allegedly causing or
allowing ONEOK tc engage in fraudulent and improper schemes designed to “sabotage” Southern Union
Company’s (“Southern Union”) competitive bid to acquire Southwest Gas Corperation (“Southwest”) and secure
regulatory approval for ONEOK’s own planned merger with Southwest. Such conduct allegedly caused ONEOK
to be sued by both Southwest and Southern Union which exposed ONECK to millions of dollars in liabilities.
The allegations are used as a basis for causes of action for intentional breach of fiduciary duty, derivative claim
for negligent breach of fiduciary duty, class and derivative claims for constructive fraud, and derivative claims for
gross mismanagement. Each plaintiff seeks a declaration that the lawsuit is properly maintained as a derivative
action, the defendants, and each of them, have breached their fiduciary duties to ONEOK, an injunction
permanently enjoining defendants from further abuse of control and committing of gross mismanagement and
constructive fraud, and asks for an award of compensatory and punitive damages and costs, disbursements and
reasonable attomey fees. A Joint Motion for Consolidation of both derivative actions was filed on June 6, 2000,
and Pretrial Order No. 1 was entered on that date consolidating the actions and establishing a schedule for a
response to a Consolidated Petition. On July 21, 2000, the plaintiffs filed their Consclidated Petition. Stephen J.
Jatras and J.M. Graves have been eliminated as defendants in the Consclidated Petition, but Eugene Dubay was
added as a new defendant. The plaintiffs also dropped their class and derivative claim for constructive fraud, but
added a new derivative claim for waste of corporate assets. On September 19, 2000, ONECK, the Independent
Directors (Anderson, Bell, Cummings, Ford, Fricke, Lake, Mackie, Newsom, Parker, Scott and Young), David
Kyle, and Gene Dubay filed Motions to Dismiss the action for failure of the plaintiffs to make a pre-suit demand
on ONEOK'’s Board of Directors. In addition, the Independent Directors, David Kyle, and Gene Dubay filed
Motions to Dismiss the Plaintiffs’ Consolidated Petition for failure to state a claim. On January 3, 2001, the
Court dismissed the action without prejudice as to its claims against Larry Brummett. On February 26, 2001, the
action was stayed until one of the parties notifies the court that a dissclution of the stay is requested.

Quingue Operating Company, et al. v. Gas Pipelines, et al., 26™ Judicial District, District Court of Stevens
County, Kansas, Civil Department, Case No. 99C30. On June 8, 2001, a Second Amended Petition was filed as a
purported class action against approximately 225 defendants, including ONEOK, Inc. (the “Company”), one of its
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divisions and five of its subsidiaries. The Second Amended Petition was purportedly filed on behalf of all
producers and royalty owners who have lost money as a result of alleged mismeasurement of gas since 1974 from
any of the approximately 225 defendants. The Second Amended Petition alleges that each of the approximately
225 defendants engaged in one or more specific “mismeasurement techniques” and conspired with one another to
undermeasure the gas sold by the alleged class members. The Second Amended Petition alleges that the
aggregate alleged underpayment to all purported class members since 1974 is estimated to be tens of billions of
dollars. One of the named subsidiaries of the Company, ONEOK WesTex Transmission, Inc. (“ONECK
WesTex”), is a former subsidiary of Kinder Morgan, and Kinder Morgan has agreed to assume the defense of
ONEOK WesTex while reserving its rights and denying that it has any obligation to indemnify the Company
against any loss suffered by ONEOK WesTex as a result of this litigation. Another of the named subsidiaries of
the Company, ONEOK Rescurces Company, was voluntarily dismissed as a defendant on December 4, 2001,
because that subsidiary does not measure gas for pay purposes. Numerous other defendants also have been
voluntarily dismissed for the same reason. Discovery in the case, except as to class certification and personal
jurisdiction issues, has been stayed. Plaintiffs and defendants, including the ONEOK defendants, have served and
responded to varicus discovery requests on the personal jurisdiction and class certification issues. (One of the
ONEQOK defendants, ONEOK Gas Transportation, LLC, is contesting personal jurisdiction.) The defendants,
including the ONEOK defendants, alsc have filed a Motion to Dismiss the action, asserting various legal defenses
to plaintiffs’ claims. That motion has been fully briefed and was argued before the Court on November 29, 2001,
and we are awaiting the Court’s decision on it. In February 2002, plaintiffs filed a motion to file a Third
Amended Petition, in order to add certain plaintiffs, dismiss Quinque Operating Company as a plaintiff, and
amend certain of their substantive allegations. On February 21, 2002, the Court entered an Order allowing the
filing of the plaintiff’s Third Amended Petition. The Company intends to vigorously defend all aspects of the
claims asserted in this case.

Applicatiom of Michael Edward McAdams and John Powell Walker for Relief from Improper amd
Excessive Gas Costs, Cause No. PUD 980000188, before the Oklahoma Corporation Commission. On April 6,
1998, the Applicants filed an Application, naming ONG as the Respondent, requesting that the Commission
review the gas purchase contract between ONG and Dynamic Energy Resources, Inc. (which was subsequently
assigned by Dynamic to Enogex, Inc., and to Associated Natural Gas, Inc. (now Duke Energy)). Applicants
allege that ONG has charged and continues to charge its ratepayers, through its PGA, excessive, imprudent and
unwarranted gas purchase costs related to that contract. Applicants seek, on behalf of all ratepayers, a
determination of whether ONG is passing excessive, imprudent gas costs through to its customers, and if so, to
order refunds or prospective adjustments warranted to compensate the ratepayers for past and cn-going
overcharges. The Consumer Services Divisions (“CSD”) of the Commission is also conducting a review of the
contract. Applicants filed their direct testimony on February 21, 2002, alleging that ONG’s liability to its
ratepayers is $100.4 million. Of this amount, $44.8 million represents the alleged excess amount paid under the
contract, and $55.6 million represents the opportunity cost of funds incurred by the ratepayers as a result of the
alleged overcharges. CSD filed its direct testimony on February 25, 2002 alleging excess costs under the contract
of $45 million and interest thereon in the amount of $22 million. CSD also alleged that ONG passed on excess
costs from five other contracts (including the old Creek Systems contract) in the amount of $53 million which
they recommended the OCC pursue. ONG is to file rebuttal testimony on April 21, 2002. The hearing before the
Commission en banc and/or an ALJ is scheduled June 3, 2002.

Loyd Smith, et al. v, Kansas Gas Service Company, Inc.. ONEQK, Imc., Westernm Resources, Ine., Mid-
Continent Market Cemter, Inc., ONEOK Gas Storage, L.L.C., ONEQK Gas Storage Heldings, Inc. and
ONECK Gas Transportation, L.L.C., Case No. 01C0029, in the District Court of Reno County, Kansas and
Gillev et al. v. Kansas Gas Service Company, Western Resources, Inc. ONEOK, Inc. ONEQOK Gas Storage,
L.L.C.. ONEQK Gas Storage Holdings, Ine., ONEOK Gas Transportation L.L.C. and Mid-Continent
Market Center, In¢., Case No. 01 C 0157 in the District Court of Reno County, Kansas. Two separate class
action lawsuits were filed against ONEOK and several of its affiliates in early 2001 relating to certain gas
explosions in or near Hutchinson, Kansas. The plaintiffs seek to certify two separate classes of claimants, which
include all owners of real estate in Reno County, Kansas whose property had allegedly declined in value, and
owners of businesses in Reno County whose income had allegedly suffered. The petitions seek recovery on
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behalf of the class claimants for an amount which will fully and fairly compensate all members of the class. In
addition to the foregoing cases, there are four cther cases filed against ONEOK or other subsidiaries of ONEOK
seeking property damage, personal injury, wrongful death claims and punitive damages relating to the gas
explosion in or near Hutchinson, Kansas. ONEOK and its subsidiaries are being represented by their insurance

carrier in these cases. At this point in discovery, ONEOK is unable to evaluate the merits of these cases or
likelihood of success by the plaintiffs.
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ITEM 4. RESULTS OF VOTES OF SECURITY HOLDERS
(A) MATTERS SUBMITTED TO A VOTE OF SECURITY HOLDERS

No matter was submitted to a vote of the Company’s security holders, through the solicitation of proxies or
otherwise, during the fourth quarter of the fiscal year covered by this report.

EXECUTIVE OFFICERS OF THE REGISTRANT

All executive officers are elected at the annual meeting of directors and serve for a period of one year or until
successors are duly elected.

Name and Peosition Age DBusiness Experience Im Past Five Years

David L. Kyle 49 2000 to present Chairman of the Board of Directors, President, and Chief Executive Officer
Chairman of the Board, 1997 to 2000 President and Chief Operating Officer

President and Chief 1995 to present Member of the Board of Directors

Executive Officer 1994 to 1997 President and Chief Operating Officer of Oklahoma Natural Gas Company
James C. Kneale 50 2001 to present Senior Vice President, Treasurer, and Chief Financial Officer

1999 to 2000
1997 to 1999
1996 to 1997

Vice President, Treasurer, and Chief Financial Officer
President and Chief Operating Officer of Oklahoma Natural Gas Company
Vice President of ONEOK Resources Company

Senior Vice President,
Treasurer, and Chief
Financial Officer

Senior Vice President, General Counsel, and Corporate Secretary
Senior Vice President and General Counsel
Stockholder, Officer and Director of Gable & Gotwals

John A. Gaberine, Jr. 60
Senior Vice President,
General Counsel, and
Corporate Secretary

2001 to present
1998 to 2001
1994 t0 1998

Edmund J. Farrell 58 2001 to present Senior Vice President - Administration

Senior Vice President — 1999 to 2001 President and Chief Operating Officer of Oklahoma Natural Gas Company
Administration 1997 to 1999 Vice President of ONEOK Gas Marketing Company
1996 to 1997 Vice President - Customer Services of Oklahoma Natural Gas Company
John W. Gibson 49 2000 to present President — Energy, ONEOK, Inc. (1)
President — Energy 1996 to 2000 Executive Vice President, Koch Energy, Inc.; President, Koch Midstream Services;
President, Koch Gateway Pipeline Company
Christopher R. Skoog 38 1999 to present President —- ONEOK Energy Marketing and Trading Company, II

President - ONEOK
Energy Marketing and
Trading Company, II

1995 to0 1999 Vice President — ONEOK Gas Marketing Company

J.D. Holbird 52
President - ONEOK
Resources Company

1999 to present
1997 to 1999
1996 to 1997

President - ONEOK Resources Company
Vice President — ONEOK Resources Company
Vice President ~ Tulsa District Oklahoma Natural Gas Company

Eugene N, Dubay 53 1997 to present President and Chief Operating Officer of Kansas Gas Service Company
President and Chief 1996 to 1997 Vice President of Corporate Development

Operating Officer of

Kansas Gas Service

Company

Samuel Combs, III 44 2001 to present President and Chief Operating Officer of Oklahoma Natural Gas Company

President and Chief 1999 to 2001 Vice President Western Region Oklahoma Natural Gas Company
Operating Officer of 1996 to 1999 Vice President — Oklahoma City District Oklahoma Natural Gas Company
Oklahoma Natural Gas

Company
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Beverly Monnet 43 2001 to present Vice President, Controller and Chief Accounting Officer

Vice President, 1997 to 2001 Manager of Accounting ONEOK Resources Company
Controller and Chief 1995 to 1997 Manager of Gas Accounting of Oklahoma Natural Gas Company
Accounting Officer

(1) The Energy group includes the Gathering and Processing and Transportation and Storage segments.

Nc family relationships exist between any of the executive officers nor any arrangement or understanding between
any executive officer and any other person pursuant to which the officer was selected.
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PART IL.

ITEM S. MARKET PRICE AND DIVIDENDS ON THE REGISTRANT’S COMMON STOCK
AND RELATED SHAREHOLDER MATTERS

(A) MARKET INFORMATION
The Company’s common stock is listed on the New York Stock Exchange under the trading symbol OKE. The

corporate name ONEOK is used in newspaper stock listings. The high and low sales prices of the Company’s
common stock for each fiscal quarter during the last two fiscal years were as follows:

Years Ended
December 31, 2001 December 31, 2000
High Low High Low
First Quarter $ 2434 $ 18.13 § 1378 $ 10.88
Second Quarter $ 2250 $ 19.01 § 1507 § 12.32
Third Quarter $ 2048 $ 14.17 § 19.89 3 13.16
Fourth Quarter $ 1840 $ 16.15 § 2528 § 19.25

The high and low sales prices for the year ended December 31, 2000 and the first and second quarters for the year
ended December 31, 2001 have been restated to give the effect of the 2001 two-for-one stock split.

@ HOLDERS
There were 14,454 holders of the Company’s commen stock at March 8, 2002.
© DIVIDENDS

Quarterly dividends declared on the Company’s common stock during the last two fiscal years were as follows:

Years Ended
December 31, December 31,
2001 2000
First Quarter $ 0.155 § 0.155
Second Quarter § 0.155 § 0.155
Third Quarter $ 0.155 $ 0.155
Fourth Quarter $ 0.155 $ 0.155

The quarterly dividends for the year ended December 31, 2000 and the first and second quarters of the year ended
December 31, 2001 have been restated to give the effect of the 2001 two-for-one stock split.

Debt agreements pursuant to which the Company’s outstanding long-term and short-term debt have been issued
limit dividends and other distributions on the Company’s common stock. Under the most restrictive of these
provisions, $188.9 million of retained earnings is so restricted. On December 31, 2001, $226.6 million was
available for dividends on the Company’s common stock.

The Company expects that comparable cash dividends will continue to be paid in the future.
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ITEM 6. SELECTED FINANCIAL DATA
Foltowing are selected financial data for the Company for each of the last five years and the transition period.

In accordance with a proncuncement of the Financial Accounting Standards Board’s Staff at the Emerging Issues
Task Force meeting in April 2001, codified as EITF Topic No. D-95 (Topic D-95), the Company revised its
computation of earnings per common share (EPS). The Company restated the EPS amounts for all periods to be
consistent with the revised methodology and to give effect of the two-for-one stock split in 2001. See Note Q of
the Notes to the Consolidated Financial Statements.

Years Ended Years Ended
December 31, August 31,
2001 2000 1999 1998 1997

(Millions of Dollars, except per share amounts)

Operating revenues $ 6,303.1 $ 6,642.9 $ 11,8389 S 1,820.8 $ 1,161.6
Cperating income $ 2952 $ 3339 $ 2157 8 188.8 $ 1278
Net income $ 1016 $ 145.6 $ 1064  $ 101.8 $ 59.3
Total assets $ 5379.2 $ 7,360.3 $ 30249 § 2,422.5 $ 12374
Long-term debt $ 1,742.8 $ 1,350.7 $ 8370 § 329.3 § 3471
Basic earnings per share 8 0.85 $ 1.23 $ 086 $ 0.96 $ 1.07
Diluted earnings per share 3 0.35 b 1.23 $ 086 % 0.96 b 1.07
Dividends per common share $ 0.62 $ 0.62 $ 062 % 0.60 $ 0.60
Percent of payout 72.9% 50.4% 72.1% 62.5% 56.1%
Ratio of earnings to fixed charges 2.01x 2.88x 4.06x 5.50x 351x
Ratjo of earnings to combined fixed charges
and preferred stock dividend requirements 1.43x 1.93x 1.93x 2.52x 3.48x
Four Months Ended
December 31,
1999 1998
(Millions of Dollars, except per share amounts)
Operating revenues $ 806.5 3 580.7
Operating income 3 83.6 $ 68.1
Net income 3 353 by 3438 :
Total assets b 3,2412 $ 2,557.1
Long-term debt 5 800.7 $ 353.4
Basic earnings per share $ 0.27 3 0.26
Diluted earnings per share $ 0.27 $ 0.26
Dividends per common share 3 0.155 $ 0.155
Percent of payout 57.4% 59.6%
Ratio of earnings to fixed charges 2.98x 4.50x
Ratio of earnings to combined fixed charges
and preferred stock dividend requirements 1.76x 2.02x
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Some of the statements contained and incorporated in this Form 10-K are forward-looking statements within the
meaning of the Private Securities Litigation Reform Act of 1995. The forward-looking statements relate to the
anticipated financial performance, management’s plans and objectives for future operations, business prospects,
outcome of regulatory proceedings, market conditions and other matters. The Private Securities Litigation
Reform Act of 1995 provides a safe harbor for forward-looking statements in various circumstances. The
following discussion is intended to identify important factors that could cause future outcomes to differ materially
from those set forth in the forward-locking statements.

Forward-looking statements include the items identified in the preceding paragraph, the information concerning
possible or assumed future results of operations and other statements contained or incorporated in this Form 10-K
identified by words such as “anticipate,” “estimate,” “expect,” “intend,” “believe,” “projection” or “goal.”
You should not place undue reliance on the forward-looking statements. They are based on known and unknown
risks, uncertainties and other factors that may cause our actual results, performance or achievements tc be
materially different from any future resuits, performance or achievements expressed or implied by the forward-
looking statements. Those factors may affect our operations, markets, products, services and prices. In addition
to any assumptions and other factors referred to specifically in connection with the forward-looking statements,
factors that could cause our actual results to differ materially from those contemplated in any forward-looking
statement include, among cthers, the following:

o the effects of weather and other natural phenomena on sales and prices;

0 increased competition from other energy suppliers as well as alternative forms of energy;

o the capital intensive nature of the Company’s business;

o further deregulation, or “unbundling” of the natural gas business;

° competitive changes in the natural gas gathering, transportation and storage business resulting from
deregulation, or “unbundling,” of the natural gas business;.

° the profitability of assets or businesses acquired by the Company,

e risks of marketing, trading, and hedging activities as a result of changes in energy prices and credit
worthiness of counterparties;

o economic climate and growth in the geographic areas in which the Company does business;

o the uncertainty of gas and oil reserve estimates;

o the timing and extent of changes in commodity prices for natural gas, natural gas liquids, electricity, and
crude oil; .

o the effects of changes in governmental policies and regulatory actions, including income taxes,
environmental compliance, and authorized rates;

° the results of litigation related to the Company’s now terminated proposed acquisition of Southwest Gas
Corporation (Southwest) or to the termination of the Company’s merger agreement with Southwest;

o the results of administrative proceedings and litigation invelving the Cklahoma Corporation Commission
and Kansas Corporation Commission; and

° the other factors listed in the reports the Company has filed and may file with the Securities and Exchange

Commission, which are incorporated by reference.

Other factors and assumptions not identified above were also involved in the making of the forward-looking
statements. The failure of those assumptions to be realized, as well as other factors, may alsc cause actual results
to differ materially from those projected.
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OPERATING ENVIRONMENT AND OUTLOOK

The energy industry has undergone tremendous changes throughout the past decade. The Company’s strategy has
been and continues to be one of growth through acquiring assets that complement and strengthen each other,
maximizing the earnings potential of existing assets through asset raticnalization and consolidation and
introducing regulatory initiatives that benefit the Company and its customers. The Company believes that the
energy markets will continue to see deregulation, although it may be different than how certain markets have been
deregulated to date. Furthermore, management believes that the natural gas and electricity markets will continue
to converge and consolidate, while providing additional opportunities for growth. The Company also believes that
demand for natural gas will increase due in part to the construction of a significant amount of gas-fired electric
generating plants necessary to maintain adequate supply in the marketplace.

The Company will continue to focus on enhancing the earnings potential of its existing assets through acquiring
assets that grow the Company’s operations into new market areas and complement its existing asset base. In
2001, the Company expanded its trading capabilities by marketing and trading energy from its 300 megawatt, gas-
fired electric generating plant designed to capture the spark spread premium, which is the value added by
converting natural gas to electricity, primarily during peak demand periods.

OPERATING HIGHLIGHTS

Acquisitions and Capital Expenditures — The Company increased its common ownership interest in Magnum
Hunter Resources, Inc. (MHR) from approximately nine percent to over twenty-one percent in early 2001 through
conversion of shares and redemption of MHR preferred stock owned by the Company to shares of MHR common
stock as well as exercising warrants. As a result, the Company began accounting for the MHR investment using
the equity method of accounting. In December, 2001, MHR and Prize Energy Corp. (Prize) announced plans to
merge which will reduce the Company’s cwnership to approximately 11 percent. Assuming the merger is
completed in 2002, the Company will begin accounting for the investment in MHR as an available for sale
security and, accordingly, mark the investment to fair value through other comprehensive income. The MHR
investment and related income is reported in the Other segment.

During 2001, the Company completed construction of the $120 million Spring Creek Power Plant, located in
Logan County, Cklahoma, and began operations in mid-2001. Four gas-powered turbines will provide electricity
during peak demand periods. The Company spent approximately $42.3 million in 2001, $58.7 million in 2000,
$13.4 million in the four months ended December 31, 1999 and $3.7 million in the year ended August 31, 1999
constructing the 300 megawatt plant.

In 2000, the Company made two significant asset acquisitions that greatly enhanced its Gathering and Processing,
Transportation and Storage, and Marketing and Trading segments. The combined acquisitions included natural
gas processing plants with a combined capacity of 1.6 Bcf/d, approximately 19,000 miles of gathering and
transmission lines, natural gas storage facilities with a combined capacity of approximately 10 Bcef and
contributed tc a significant increase in trading. The acquisition of these assets demonstrates execution of the
Company’s strategy of growing through acquisition of assets that complement and strengthen each other.

Regulatory- KGS was successful in obtaining temporary approval of weather normalization. KGS also obtained
permanent approval of the WeatherProof Bill Program that had been a temporary program. The Company
believes that the successful implementation of these initiatives and programs will reduce the impact of weather on
earnings and customer bills.
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The OCC issued an order denying ONG the right to collect $34.6 million in unrecovered gas costs incurred while
serving customers during the 2000/2001 winter season. The Company appealed this order to the Cklahoma
Supreme Court and asked the OCC to stay the provisions of this order pending the outcome of the Company’s
appeal. The OCC subsequently approved the Company’s request to stay this order, which will allow ONG to
collect the $34.6 million, subject to refund should the Company ultimately lose the case. Although the Company
will continue to assert its legal rights, it is hopeful that a resolution of this issue can be negotiated.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our discussion and analysis of financial condition and operations are based on our consolidated financial
statements, prepared in accordance with accounting principles generally accepted in the United States of America
and contained within this report. Certain amounts included in or affecting our financial statements and related
disclosure must be estimated, requiring us to make certain assumptions with respect to values or conditions which
cannot be known with certainty at the time the financial statements are prepared. Therefore, the reported amounts
of our assets and liabilities, revenues and expenses and associated disclosures with respect to contingent assets
and obligations are necessarily affected by these estimates. We evaluate these estimates on an ongoing basis,
utilizing historical experience, consultation with experts and other methods we consider reasonable in the
particular circumstances. Nevertheless, actual results may differ significantly from our estimates. We believe
that certain accounting policies are of more significance in our financial statement preparation process than others
as discussed below.

Energy Trading and Risk Management Activities — The Company engages in price risk management activities.
As discussed in Note A of Notes to Consolidated Financial Statements under “Energy Trading and Risk
Management Activities”, energy trading contracts are accounted for using mark to market accounting. Forwards,
swaps, options, and energy transportation and storage contracts utilized for trading activities are reflected at fair
value as assets and liabilities from price risk management activities in the consolidated balance sheets. The fair
value of these assets and liabilities are affected by the actual timing of settlements related to these contracts and
current period changes resulting primarily from newly originated transactions and the impact of price movements.
Changes in fair value are recognized in net revenues in the consoclidated statement of income. Market prices used
to fair value these assets and liabilities reflect management’s best estimate considering various factors including
closing exchange and over-the-counter quotations, time value and volatility underlying the commitments. Market
prices are adjusted for the potential impact of liquidating the Company’s position in an orderly manner over a
reasonable period of time under present market conditions. For further information, see Note C of Notes to
Consolidated Financial Statements.

Regulation — The Company’s intrastate transmission pipelines and distribution operations are subject to the rate
regulation and accounting requirements of the OCC, KCC and TRC. Certain other transportation activities of the
Company are subject to regulation by the FERC. Allocation of costs and revenues to accounting periods for rate-
making and regulatory purposes may differ from bases generally applied by non-regulated operations. Such
allocations to meet regulatory accounting requirements are considered to be generally accepted accounting
principles for regulated utilities provided that there is a demonstrable ability to recover any deferred costs in
future rates.

During the rate-making process, regulatory commissions may require a utility to defer recognition of certain costs
to be recovered through rates over time as opposed to expensing such costs as incurred. This allows the utility to
stabilize rates over time rather than passing such costs on to the customer for immediate recovery. This causes
certain expenses to be deferred as a regulatory asset and amortized to expense as they are recovered through rates.
Although no further unbundling of services is anticipated, should this occur, certain of these assets may nc longer
meet the criteria for deferred recognition and, accordingly, a write-off of regulatory assets and stranded costs may
be required.
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Empairments - The Company assesses for impairment of long-lived assets when indicators of impairment are
present. An impairment is recognized if the undiscounted cash flows are not sufficient to recover the assets
carrying amount. Impairment loss is measured by comparing the fair value of the asset to its carrying amount.
Fair values are based on discounted future cash flows or information provided by sales and purchases of similar
assets.

See further discussion of the Company’s significant accounting policies in Note A of Notes to the Consolidated
Financial Statements.

CONSOLIDATED OPERATIONS

Years Ended Year Ended
December 31, August 31,
2001 2000 1999
Financial Results (Thousands of Dollars)
Cperating revenues $ 6,803,146 $ 6,642,858 $ 1,838,949
Cost of gas 5,894,361 5,845,726 1,213,478
Net revenues 908,785 797,132 625,471
Operating costs 456,243 319,848 280,045
Depreciation, depletion, and amortization 157,310 143,351 . 129,704
Operating income $ 295,232 $ 333,933 $ 215,722
Other income, net $ 876 $ 18,475 $ 10,500
Cumulative effect of a change in accounting principle $ (3,508 §$ 3,449 $ -
Income tax 1,357 (1,334) -
Cumulative effect of a change in accounting principle, net of tax S (z,151) § 2,115 $ -

Operating Results — A full year of operations of the assets acquired in March and April of 2000 contributed to
increased net revenues, despite lower energy prices in the latter part of 2001, and increased operating costs and
depreciation, depletion and amortization. The Company’s ability to successfully execute its transportation and
storage arbitrage strategy also continued to favorably impact operating results. The impact of the OCC ruling
related to the recovery of gas costs from the 2000/2001 winter reduced operating income by $34.6 million and the
impact of the Enron bankruptcy reduced operating income by $37.4 million in 2001. The Company is pursuing
all opportunities to settle the OCC matter. Included in Other income, net for 2001 is $8.1 million in income from
equity investments including MHR and $3.7 million of ongoing litigation costs associated with the terminated
acquisition of Southwest Gas Corporation. The reduction in the effective tax rate for 2001 is the result of changes
in estimates of prior year tax liabilities recorded in the third quarter.

The Company’s operating results during 2000 increased compared to 1999 due to the acquisitions, greater price
volatility in the U.S. natural gas markets, adoption of mark-tc-market accounting for its trading activities, and
higher natural gas and natural gas liquids prices. Operating costs and depreciation, depletion, and amortization
increased primarily due to the acquisitions. Included in Other income, net for 2000 is the $26.7 million gain on
the sale of Indian Basin, $13.4 million in income from equity investments and preferred dividends received and
$13.7 million of previously deferred transaction and ongoing litigation costs associated with the terminated
acquisition of Southwest Gas Corporation.

Interest expense increased in 2001 compared to 2000 as a result of increased debt primarily due to financing of
acquisitions and increased working capital including unrecovered purchased gas costs. The Company has interest
rate swaps in place that reduced interest expense by $5.3 million in 2001 from what the expense would have been
with fixed interest rates. See Note C in the Notes of Consolidated Financial Statements for further discussion of
interest rate swaps.
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Transition Period Operating Results

Four Months Ended
December 31,
1999 1998

Financial Results (Thousands of Dollars)
Cperating revenues 3 806,478 $ 580,701
Cost of gas 587,681 384,682

Net revenues 218,797 196,019
Operating costs 92,002 86,145
Depreciation, depletion, and amortization 43,227 41,736

Operating income $ 83,568 $ 68,138
Other income,net 3 2,396 3 4,993

Operating results were strong despite warmer than normal weather. While the four month periods ended
December 31, 1999 and 1998 were both warmer than normal, the Company used derivative instruments for the
1999/2000 heating season to reduce the effect of weather variances. During the Transition Period, these
derivative instruments offset much of the margin variances caused by weather. This revenue was recorded in the
Other segment. The operations from the assets acquired in 1999 also favorably impacted operating results.

Increased borrowing, primarily due tc acquisitions in fiscal 1999, resulted in increased interest expense for the
four months ended December 31, 1999. Gains on sales of assets of $5.0 million were included in Other Income
during the four month pericd ended December 31, 1998.

MARKETING AND TRADING

Operational Highlights - The Company’s marketing and trading operation purchases, stores, markets, and trades
natural gas to both the wholesale and retail sectors in 28 states. The Company has mid-continent region storage
positions and transport capacity of 1 Bcf/d that allows for trade from the California border, throughout the
Rockies, to the Chicago city gate. With total storage capacity of 73 Bef, withdrawal capability of 2.1 Bef/d and
injection capability of 1.4 Bef/d, the Company has direct access to all regions of the country with great flexibility
in capturing margins associated with price volatility in the energy markets. The Company continues to enhance
its strategy of focusing on higher margin business which includes providing reliable service during peak demand
periods through the use of storage.
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Years Ended Year Ended

December 31, August 31,
2001 2000 1999

Financial Results (Thousands of Dollars)
Gas sales $ 4,906,556 $ 4,658,787 $ 821,890
Cost of gas 4,804,795 4,595,199 789,955

Gross margin on gas sales 101,761 63,588 31,935
Cther revenues 1,668 2,894 3,508

Net revenues 103,429 66,482 35,443
Operating costs 31,488 14,321 9,069
Depreciation, depletion, and amortization N 597 887 503

Operating income $ 71,344 $ 51,274 § 25,871
Me, net $ 259 $ - $ -
Cumulative effect of a change in accounting principle $ - $ 3,449 $ -
Income tax - (1,334) -
Cumulative effect of a change in accounting principle, net of tax 3 - 3 2,115 S -

Operating Results — The increase in Marketing and Trading’s gross margins on gas sales in 2001 compared to
2000 is attributable to its ability to capture higher margins by arbitraging regional price volatility through the use
of its storage and transportation capacity, The Company was alsc able to capture wider winter/summer spreads
on stored volumes and benefited from falling prices that positively impacted fuel costs associated with its long-
term transportation contracts while sales volumes decreased slightly. The Company’s gross margin included
income recognized from mark-to-market accounting of approximately $35 million and $24 million for 2001 and
2000, respectively. Increased operating costs are due primarily to increased personnel costs required to operate
the expanded base of marketing and trading activities acquired in 2000. Also, the Enron bankruptcy resulted in a
$22.9 million increase in cost of gas and a $14.5 million increase in operating costs, totaling a $37.4 million
negative impact on operating results for 2001. The Company’s claim against Enron in bankruptcy is estimated to
be $74.0 million.

The increase in gross margins on gas sales in 2000 compared to 1999 is primarily attributable to the increased
volumes achieved through the acquisition in 2000. The acquisition significantly increased the segment’s
commercial control of storage and transportation positions, primarily in the mid-continent, Rocky Mountain and
Texas regions, thereby providing more leverage for its marketing and trading capabilities. Increased price
volatility during 2000 compared to 1999 also contributed to increased gross margin on gas sales by providing
greater marketing and trading opportunities. Gross margin on gas sales was also favorably impacted by the
change in accounting principle requiring the Marketing and Trading segment to mark energy trading contracts to
fair value.

Increased operating costs in 2000 compared to 1999 are primarily attributable to increased personnel costs
resulting from the acquisition coupled with increases in overall personnel to support the expanded base of
marketing and trading activities. Operating costs also increased due to higher costs relating to technological
enhancements necessary to support these activities.
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Vears Ended Year Ended

December 31, August 31,
2001 2000 1696
Operating Information
Natural gas volumes (MMcf) 977,602 990,033 389,241
Gross margin ($/Mcf) $ 0.10 S 0.06 3 0.08
Capital expenditures (Thousands) $ 1,184 3 815 $ 448
Total assets (Thousands) $ 1,369,220 $ 3,035,227 $ 269,444

Marketing and Trading sales volumes averaged 2.7 Bef/d in 2001 and 2000 and 1.1 Bef/d in 1999. The increase
in sales volumes compared to 1999 is primarily due to the acquisition in 2000 and increased trading activity
around the Company’s increased storage and transportation capacity. Gross margin per Mcf improved in 2001
compared to 2000 as the Company has now fully integrated its mid-continent marketing and trading base and is
successfully executing its strategies for transportation and use of storage that focus on capturing higher margin
sales.

Gross margin per Mcf decreased in 2000 compared to 1999 as a result of higher baseload sales resulting from the
acquisition of marketing and trading operaticns in 2000. The Company has since integrated those acquired
contracts that complement its business strategy while terminating those contracts that do not.

The decrease in total assets at December 31, 2001 compared to 2000 is primarily attributable to a decrease of
$823.3 million in accounts receivable and a decrease of $782.4 million in price risk management assets which
represent the fair value of the Company’s commodity and derivative trading contracts and storage inventory.
Both were the result of decreased natural gas prices.

The increase in total assets at December 31, 2000, compared to 1999 is primarily attributable to $1.8 billion in
price risk management assets and a $1.0 billion increase in accounts receivable due to increased marketing and
trading activities and increased natural gas prices.

Transition Period Operating Results

Four months ended
December 31,

1999 1998

Financial Results (Thousands of Dollars)
Gas sales $ 382,650 $ 243,776
Cost of gas 371,556 233,810
Gross margin on gas sales 11,094 9,966
Other revenues 399 2,470
Net revenues 11,493 12,436
Operating costs 3,344 2,730
Depreciation, depletion, and amortization 242 103
Operating income 3 7,907 3 9,603

The increase in gross margin is attributable to increased throughput and a more extensive use of storage. The use
of storage has allowed the Company to concentrate on the day-to-day market and take advantage of volatility in
that market. Emphasis on base load market had been reduced. Increased sales volumes are primarily due to the
expanded niche business into Texas and the west coast. The decrease in Other revenues is due to the recovery of
prior period costs in the four months ended December 31, 1998. The increase in operating costs is related to
leasing storage.
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Four months ended

December 31,
1999 1998
Operating Information
Natural gas volumes (MMcf) 138,070 116,309
Gross margin ($/Mcf) 3 0.08 $ 0.08
Capital expenditures (Thousands) $ 9 $ 605
Total assets (Thousands) $ 287375 % 141,733

Price Risk Management - To mitigate the financial risks arising from fluctuations in both the market price and
transportation costs of natural gas, OEMT manages its portfolio of contracts and the Company’s assets in order to
maximize value, minimize the associated risks and provide overall liquidity. In doing so, OEMT uses price risk
management instruments, including swaps, options, futures and physical commodity-based contracts to manage
exposures to market price movements. See Item 7A - Quantitative and Qualitative Disclosures About Market
Risk and Nete C of Notes to Consolidated Financial Statements.

GATHER

NG AND PROCESSING

Operational Highlights — The Gathering and Processing segment currently owns and operates or leases and
operates 25 gas processing plants and has an ownership interest in four additional gas processing plants which it
does not operate. Six operated plants are temporarily idle. The total processing capacity of plants operated and
the Company’s proportionate interest in plants not operated by the Company is 2.2 Bef/d, of which 0.150 Bef/d
has been idled temporarily. A total of over 19,300 miles of gathering pipelines support the gas processing plants.

Years Ended Year Ended
December 31, August 31,
2001 2000 1999

Financial Results (Thousands of Dollars)
Natural gas liquids and condensate sales $ 587,842 $ 536,470 $ 52,757
Gas sales 635,569 426,364 23,032
Gathering, compression, dehydration and processing fees and other revenues 91,406 73,879 8,001
Cost of Sales 1,125,196 812,701 52,479
Net revenues 189,621 224,012 31,311
Operating costs 116,853 90,501 11,207
Depreciation, depletion, and amortization 29,201 22,692 3,562
__Operating income $ 43,567 $ 110,819 S 16,542
Other income, net $ (178) 3 26,460 $ -

Operating Results — A full year of operation of assets acquired in early 2000 contributed to increased revenues
and cost of sales for 2001 compared to 2000. However, decreased processing spreads and lower natural gas prices
resulted in lower net revenues for 2001. In the first quarter of 2001, there were negative processing spreads for the
first time in more than 10 years and inter-month volatility during the year was the greatest it has been at any time
during that same 10-year period. The cverall processing spread for 2001 was approximately 75% of the 10-year
average of $1.29 per MMBtu. During the year, both crude oil and natural gas prices fell from $29.33 per barrel
and $9.98 per MMBtu tc $18.00 per barrel and $1.83 per MMBtu, respectively. The downturn of the economy
reduced the demand for many NGL products, particularly ethane, which is a major component of plastic products.
Additionally, record high inventories in natural gas and other petroleum products, such as propane, along with
significantly warmer than normal temperatures across North America during the heating season lowered demand
for natural gas, home heating cil and propane causing weaker than expected prices in 2001.
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Increased operating costs and depreciation, depletion, and amortization were also the result of a full year of
operation for the assets acquired.

Net revenues increased in 2000 compared to 1999 due to the assets acquired in early 2000 and a full year of
operation of assets acquired in early 1999. The average NGL price per gallon increased significantly in 2000.
Fee-based revenues increased in 2000 compared to 1999 as a result of the acquisitions in 2000.

Operating costs and depreciation, depletion and amortization increased for 2000 compared to 1999 as a result of
the acquisitions and the related goodwill. The increase in operating costs is primarily attributable to increased
personnel and related benefit costs resulting from the additional employees gained threugh the acquisitions and
additional lease expense resulting from the Bushton lease, which was acquired from KMI in 2000. Other income
for 2000 consists of the gain on the sale of the Company’s interest in the Indian Basin processing plant.

Years Ended Year Ended
December 31, August 31,
2001 2000 1999

Gas Processing Plants Operating Information
Total gas gathered (MiMMBtw/D) 1,572 1,329 229
Total gas processed (MMMBru/D) 1,420 1,206 187
Natural gas liquids sales (MBbIs) : . 27,719 23,984 4,559
Natural gas liquids produced (Bbis/d) 74,238 68,999 7,642
Gas sales (MMBtu) 142,828 115,180 10,534
Capital expenditures (Thousands) $ 51,442 $ 32,383 $ 8,557
Total assets (Thousands) S 1,322,438 $ 1,507,546 $§ 343,133

Volumes of natural gas gathered and processed, NGL sales, NGLs produced and gas sales increased for 2001
compared to 2000 primarily due to a full year of operations of the assets acquired in 2000, which provided
increased processing and fractionation capacity. Average NGL prices for 2001 decreased compared to 2000,
which offset the impact of the increased volumes. The Conway OPIS composite NGL price based on the
Company’s NGL product mix for 2001 decreased 12 percent from $0.531/gal to $0.465/gal. Average natural gas
prices increased for the same period despite decreases during the last half of 2001. The gas price for the mid-
continent region increased 11 percent in 2001 from an average of $3.74/MMBtu to an average of $4.15/MMBtu.

For 2000, the increase over 1999 for total gas gathered, gas processed, NGL sales, NGLs produced and gas sales
is primarily due to the acquisitions in early 2000 and a full year of operations from the acquisition in April 1999.

The increase in capital expenditures from 2000 to 2001 and from 1999 to 2000 is primarily due to the
acquisitions. Additional increases in 2000 and 2001 are related to the Company consolidating its plants in Texas
to lower operating costs and optimize recoveries.

The decrease in total assets from 2000 to 2001 is due to decreases in cash and accounts receivable due to
decreased prices. The increase in total assets from 1999 to 2000 is primarily attributable to a $619.3 million
increase in property, plant and equipment acquired in the 2000 acquisitions and a $99.1 million increase in
accounts receivable. The increase in accounts receivable is due to both increased business and increased prices.

Risk Management — At December 31, 2001, the Gathering and Processing segment had a portion of its natural
gas costs and NGL production hedged. The Company also used derivative instruments during 2001 to minimize
risk associated with price volatility and expects to utilize such instruments during 2002. See Item 7A -
Quantitative and Qualitative Disclosures About Market Risk and Note C of Notes to Consclidated Financial
Statements.
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Transition Period Operating Results

Four Months Ended
December 31,

1999 1998

Financial Results (Thousands of Dollars)
Natural gas liquids and condensate sales $ 43,290 $ 8951
Gas sales 28,824 4,157
Gathering, compression, dehydration and processing fees and other revenues 6,787 1,398
Cost of sales 59,488 8,388
Net revenues 19,413 6,118
Operating costs 8,588 2,262
Depreciation, depletion, and amortization 2,513 681
Operating income $ 8312 $ 3,175

Revenues increased in the Transition Period over the same period in 1998 due to the acquisition of the midstream
natural gas gathering and processing assets in April 1999. Operating costs and depreciation also increased due to
the additional assets and the cost of operating those assets. Average NGL price per gallon increased as prices
continued to experience an upward correction from the abnormally low prices prevalent throughout much of 1998
and early 1699.

Four Months Ended
December 31,
1999 1998
Gas Processing Plants Operating Information
Total gas gathered (MMMBtu/D) 481 127
Total gas processed (MMMBtw/D) 397 115
Natural gas liquids sales (3/Bbis) 3,007 927
Natural gas liquids produced (Bbls/d) 7,022 7,642
Gas sales (MMBtu) 10,643 2,303
Capital expenditures (Thousands) $ 14,613 $ 974
Total assets (Thousands) $ 368,904 $ 45,709

TRANSPORTATION AND STORAGE

Operational Highlights — The Transportation and Storage segment represents the Company’s intrastate
transmission pipelines and natural gas storage facilities. The Company has five storage facilities in Oklahoma,
two in Kansas and three in Texas with a combined working capacity of approximately 58 Bef, of which 8 Bcf is
idled. The Company’s intrastate transmission pipelines operate in Oklahoma, Kansas and Texas and are regulated
by the OCC, KCC and TRC, respectively.
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Years Ended Year Ended

December 31, August 31,
2001 2000 1999

Financial Results (Thousands of Dollars)
Transportation revenues $ 117,999 $ 94,112 $ 78,720
Storage revenues 37,645 38,464 27,763
Gas sales and other revenues 23,326 35,882 1,402
Cost of fuel and gas 49,626 42,876 4,975

Net revenues 129,344 125,582 102,910
Operating costs 52,497 44785 28,919
Depreciation, depletion, and amortization 19,190 18,639 13,852

Operating income $ 57,657 $ 62,158 $ 60,139
Other income, net $ 2,578 3 3,240 $ 6,495

Operating results —Transportation revenues increased for 2001 compared to 2000 due to higher retained fuel
from a full year of operation of assets acquired in early 2000. This increase was partially offset by a reduction in
volumes transported associated with reduced demand for irrigation due to higher natural gas prices, making gas-
powered irrigation uneconomical for many farmers, and warmer than normal temperatures during the fourth
quarter of 2001. The expiration of gas sales contracts acquired in early 2000 resulted in a decrease of $4.6 million
in gas sales revenue in 2001. While revenues from unaffiliated companies decreased as gas sales contracts
expired, revenues from transportation contracts replaced the margin generated by those expired gas sales
contracts. The increase in cost of fuel in 2001 compared to 2000 is due to a full year of operation of the assets
acquired in 2000 and increased gas prices.

Operating costs increased due to higher ad valorem taxes, labor and other operating costs associated with a full
year of operation of the assets acquired in 2000. Depreciation, depletion and amortization also increased in 2001
due to the 2000 acquisitions.

For 2000 compared to 1999, transportation revenues increased due to higher retained fuel despite reduced tariff
rates paid by an affiliate for transportation services. Storage revenues increased due to increased capacity of
approximately 10 Bcf resulting from the acquisition of storage facilities in 2000. Although storage revenues
increased due to the acquisition, overall storage volumes as a percent of working capacity were down significantly
because summer/winter pricing differentials were lower than in prior years. Gas sales and other revenues and cost
of gas increased due to gas sales contracts acquired in 2000 and leasing fees related to a pipeline acquired in 2000.

Operating costs and depreciation, depletion, and amortization increased in 2060 compared to 1999 primarily as a
result of increased plant operating costs and personnel costs resulting from acquisitions.

Other income, net represents income from equity investments in Potato Hills and Sycamore Gathering. In 1999,
approximately $5.0 million of gains on sales of assets were also included.

Years Ended Year Ended
December 31, August 31,
2001 2000 1999
Operating Infermation
Volumes transported (MMcf) 538,221 557,052 348,397
Capital expenditures (Thousands) $ 35,911 S 37,701 S 32,618
Total assets (Thousands) $ 797,331 3 661,894 $ 373,742

Volumes of natural gas transported decreased in 2001 due a return tc normal weather as compared to 2000. This
decrease was partially offset by an increase in volumes transported due to operating the assets acquired in 2000
for a full year. The increase in volumes transported in 2000 compared to 1999 was primarily driven by the
acquisitions in 2000 and colder weather.
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Total assets increased in 2001 due to increases in cash and accounts receivables. Total assets increased in 2000
due to increases in property, plant and equipment and in accounts receivable primarily due to the acquisitions.

Regulatory Initiatives — In a May 2000 OCC Order, the Company’s transportation assets in Oklahoma included
in the Transportation and Storage segment became a separate regulated utility from the Distribution segment.
Pursuant to a July 1999 OCC Order, the Company’s gathering and storage assets and related services in
Oklahoma were removed from utility regulation effective November 1, 1999 resulting in gathering and storage
assets being removed from rate base. ONG issued bids for upstream and downstream services in the fall of 1999
with bids awarded in the spring of 2000. Through the bidding process, the Transportation and Storage segment
retained 96 percent of ONG’s transportation services. With unbundling of transportation services and deregulation
of gathering and storage, the Company is now competing for business at market-based rates.

During 2001, an OCC cause related to an affiliate, ONG, also involved the Marketing and Trading segment and
the Transportation and Storage segment. In this cause, Enogex, Inc. requested a rebid of gas supply and
transportation service. If OEMT had lost the gas supply bid previcusly awarded, OEMT would no longer need
companies in the Transportation and Storage segment to transport the gas supply. The OCC declined to order a
rebid.

An application has been filed with the KCC requesting approval to transfer a portion of the transportation assets
in the Market Center to KGS. The operation of these assets is regulated by the KCC. The Market Center
transportation system provides access to the major natural gas producing areas in Kansas intersecting with nine
intra/interstate pipelines at 18 interconnect points, four processing plants, and approximately three producing
fields effectively allowing gas to be moved throughout the state. With the transfer of these assets, KGS will be
able to provide itself with firm transportation service.

Transition Period Operating Results

Four Months Ended
December 31,

1999 1998

Financial Results (Thousands of Dollars)
Transportation revenues $ 24733 S 25,956
Storage revenues 14,171 9,099
Gas sales and other revenues 247 942
Cost of fuel and gas 4,660 2,047
Net revenues 34,491 33,950
Operating costs 10,184 10,963
Depreciation, depletion, and amortization 5,124 4,554
Operating income $ 19,183 3 18,433
Other income, net $ 1,074 $ 4,993

The Company’s strategy to increase its storage utilization through greater injection and withdrawal capabilities
has resulted in increased storage revenues for the Transition Period compared to the same period in 1998 as well
as increased compressor fuel expense. Decreased transportation rates paid by an affiliate resulted in decreased
transportation revenues for the Transition Period compared to the same period in 1998.
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Four Months Ended
December 31,

1999 1998
Operating Information
Volumes transported (MMcf) 117,055 115,970
Capital expenditures (Thousands) $ 5,837 $ 13,163
Total assets (Thousands) $ 437,561 $ 507,573

DISTRIBUTION

Operational Highlights - The Distribution segment provides natural gas distribution services in Oklahoma and
Kansas. The Company’s operations in Oklahoma are conducted through ONG that serves residential,
commercial, and industrial customers and leases pipeline capacity. The Company’s operations in Kansas are
conducted through KGS that serves residential, commercial, and industrial customers. The Distribution segment
serves about 80 percent of the populaticn of Oklahoma and about 71 percent of the population of Kansas. ONG
and KGS are subject to regulatory oversight by the OCC and KCC, respectively.

Years Ended Year Ended
December 31, August 31,
2001 2000 1999
Financial Results (Thousands of Dollars)
Gas sales $ 1,434,184 $ 1,198,604 $ 848,813
Cost of gas 1,157,575 896,660 530,489
Gross margin 276,609 301,944 318,324
PCL and ECT Revenues 55,206 59,205 58,037
Other revenues 21,578 16,128 17,100
Net revenues 353,393 377,277 393,461
Operating costs 230,137 211,629 219,945
Depreciation, depletion, and amortization 69,159 67,717 75,443
Operating income $ 54,097 $ 97,931 $ 98,073
Other income, net $ (946) $. - $ -

Operating Results — Gas sales and cost of gas increased in 2001 compared to 2000 due to a higher weighted
average cost of gas. Although prices of natural gas decreased in the latter part of 2001 from their historically high
levels during the winter of 2000/2001, those costs were still billed and recovered throughout most of 2001. Since
gas costs are recognized as they are recovered from the ratepayer, the mechanism providing recovery of gas costs
and regulatory actions in Oklahoma delayed much of the recovery of high gas costs in late 2000 until 2001 and,
accordingly, delayed recognition of the costs.

In the fourth quarter of 2001, the Company recorded a $34.6 million charge to cost of gas as a result of the OCC's
order limiting ONG’s recovery of gas purchase expense related to the 2000/2001 winter. This resulted in 2
decrease in gross margin on gas sales in 2001 compared to 2000. KGS gross margin increased $3.0 million in
2001 over 2000 due to impact of the Weather Normalization Program offsetting the warmer weather. ECT
revenues decreased $3.4 million in 2001 from 2000 due largely to lower volumes delivered to electric generation
customers due to milder summer weather.

Gross margin on gas sales decreased in 2000 compared to fiscal 1999, primarily due to warmer weather in Kansas
which impacted margins by $15.4 millicn during a period in which the Company did not have weather
normalization and reduced tariff rates resulting from unbundling in Oklahoma. The impact of these decreases on
gross margin was partially offset by $5.3 million resulting from additional “As Availabie” gas sales.
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Operating cost for 2001 increased over 2000 due to additional bad debt expense of $19.2 million incurred as a
result of the increased natural gas prices during the winter of 2000/2001. This was partially offset by a reduction
in operating costs due to the continuation of a successful cost containment program.

The decrease in operating costs in 2000 compared to 1999 resulted from a cost containment program and
decreased costs resulting from fewer employees. The decrease in depreciation, depletion, and amortizaticon is the
result of the extension of estimated useful lives for assets located in Oklahoma. The revised estimated lives were
approved by the OCC in a rate order granted in May 2000 that reduced depreciation expense and revenues by
approximately $10.5 millicn annually for Oklahoma assets and transferred certain transportation assets from the
Distribution segment to the Transportation and Storage segment. The same order directed ONG to assume
responsibility for certain customer service lines and allowed ONG tc defer the costs associated with the service
lines until addressed in the next rate case filing.

Years Ended Year Ended
December 31, August 31,
2001 2000 1999
Gross Margin per Mef
Oklahoma
Residential $2.71 $2.76 $3.04
Commercial $2.18 $1.97 $2.47
Industrial $1.3¢ $1.09 $1.23
Pipeline capacity leases $0.30 $0.27 $0.25
Kansas )
Residential $2.45 $2.44 $2.44
Commercial $1.82 $1.91 $1.81
Industrial $1.43 $1.85 $2.28
End-use customer transportation $0.61 $0.63 $0.49

The decrease in Kansas’ commercial and industrial gross margins per Mcf for 2001 from 2000 results from the
full year impact of the tariff rate reduction that took effect in July 2000. Oklahoma’s gross margin per Mcf
increased for commercial and industrial due to adjustments to gas purchase expense and a deferral of revenues
from a line loss rider from 2000 to 2001. A full year of tariff rate reductions in 2001 partially offset this increase
and resulted in a decrease to gross margin per Mcf for residential.

The decrease in Oklahoma’s gross margin per Mcf for residential, commercial and industrial customers in 2000
compared to 1999 is primarily due to decreased tariff rates resulting from unbundling in Oklahoma. The increase
in Kansas’ gross margin per Mcf for commercial customers is largely due to the Company reducing its minimum
capacity requirements for customers to become eligible for ECT services pursuant to a regulatory order. This
resulted in several commercial customers becoming ECT customers and the remaining commercial customers are
low volume, high margin customers. The decrease in Kansas’ industrial gross margin per Mcf is primarily due to
a tariff rate reduction.
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Years Ended Year Ended
December 31, August 31,
2001 2000 1999
Operating Information
Average Number of Customers
Cklahoma 794,008 784,746 748,445
Kansas 642,436 633,698 656,761
Total 1,436,444 1,418,444 1,405,206
Customers per employee
Oklahoma 639 586 546
Kansas 579 555 510
Capital Expenditures (Thousands) $ 129,937 $ 124,983 $ 98,685
Total Assets (Thousands) $ 1,688,670 § 2,007,351 § 1722381

The consclidation of the KGS-Oklahoma regulated service with ONG in 2000 resulted in the transfer of
approximately 35,000 customers from Kansas to Oklahoma.

The Company’s capital expenditure program includes expenditures for extending service to new areas, modifying
customer service lines, increasing system capabilities, and general replacements and betterments. It is the
Company’s practice to maintain and periodically upgrade facilities to assure safe, reliable, and efficient
operations. The capital expenditure program included $22.4 million, $21.4 million, and $19.8 million for new

business development in 2001, 2000, and 1999, respectively.

Years Ended Year Ended
December 31, August 31,
2001 2000 1999
Volumes (M
Gas sales
Residential 102,976 107,154 105,566
Commercial 40,578 40,713 41,398
Industrial 4,101 5,582 5,575
‘Wholesale 31,060 34,781 34,846
Total volumes sold 178,715 188,230 187,385
PCL and ECT 136,975 158,100 177,701
Total volumes delivered 315,690 346,330 365,086

The decrease in volumes sold is due to warmer weather in 2001 compared to 2000 and, for industrial and
wholesale sales, the movement of some customers to the PCL program.

The decrease in PCL and ECT volumes is primarily due to some customers that use significant quantities of gas in
their manufacturing process suspending manufacturing operations in late 2000 and early 2001 due to historically
high natural gas prices. These decreases were partially offset by the Company reducing its minimum capacity
requirements for customers to become eligible for PCL and ECT services pursuant tc a regulatory order. The
reduction of the minimum requirements allowed more low volume customers to be added to the customer base.

Regulatery Initiatives —The extraordinarily cold winter of 2000/2001 produced a number of regulatory
initiatives. The OCC issued an order denying ONG the right to collect $34.6 million in outstanding gas costs
incurred while serving customers during the 2000/2001 winter season. The Company appealed this order to the
Oklahoma Supreme Court and asked the OCC to stay the provisions of this order pending the outcome of the
Company’s appeal. The OCC subsequently approved the Company’s request to stay this order allowing ONG to
collect the $34.6 million, subject to refund should the Company ultimately lose the case. ONEOK tock a charge
against fourth-quarter earnings as a result of the Commission's order. Although the Company will continue to
assert its legal rights, it is hopeful that a resoluticn of this issue can be negotiated.
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ONG continues to take an active role in response to the OCC’s Notice of Inquiry regarding the use of physical
and financial instruments to hedge against fuel procurement volatility. ONG exercised provisions contained in a
number of its gas supply contracts that allow the Company to fix the price of a portion of its gas supply. ONG
fixed the price of approximately 40% of its anticipated 2001/2002 winter gas supply deliveries.

The Company received approval from the OCC to create a Voluntary Fixed Price pilot program that will enable
its general sales customers to fix the gas cost portion of their bill for a specified winter period. The program is
being initiated as a means of providing customers with a means of controlling their 2002/2003 gas bills.

During 2001, the KCC issued an Order extending the time period for which gas service disconnection during
inclement weather conditions cannot be made. Due to the extension of the time period restricting disconnections,
delinquent KGS customers were allowed to continue gas service, thus increasing uncollectible amounts. Higher
gas costs in the 2000/2001 heating season also contributed to the increased uncollectible amounts. KGS and other
distribution companies in Kansas filed a joint application with the KCC seeking approval to recover the additional
uncollectible amounts incurred during the 2000/2001 heating season until reviewed in the next rate case. The
KCC approved the deferral allowing the companies to seek recovery of the extraordinary uncellectible account
levels experienced in the 2000/2001 winter. KGS expects to file a rate case in late 2002. No accounting
treatment has yet been determined. '

During 2000, the KCC issued an Order allowing KGS to recover additional costs of its gas purchase hedging
program established to protect the price paid by customers for gas purchases. The KCC approved KGS’s
WeatherProof Bill Program that had been a temporary program. This plan allows customers, at their discretion, to
fix their monthly payment. The KCC also granted KGS weather normalization in December 2000 that prevents
weather related revenue fluctuations.

Transition Period Operating Results

Four Months Ended
December 31,
1999 1998

Financial Results (Thousands of Dollars)
Gas sales 3 316,901 $ 286,317
Cost of gas 209,354 180,795

Gross margin 107,547 105,522
PCL and ECT revenues : 18,230 19,582
Other revenues 4,093 4,554

Net revenues 129,870 129,658
Operating costs 69,455 73,004
Depreciation, depletion, and amortization 24,815 24,603

Operating income $ 35,600 3 32,051

Gross margins on gas sales increased primarily due to reduced transportation costs paid tc an affiliate. A
reduction in revenues due to the gathering and storage assets being removed from rate base, as previously
discussed, offset part of that increase. PCL and ECT revenues and volumes decreased primarily due to the loss of
three customers and the effect of warm weather including the temporary shut-down of two power plants served by
the Distribution segment. The volume decrease was partially offset by an increase in rates.

Operating costs decreased due to reductions in labor expense, employee benefits, and other operating efficiencies.
The Distribution segment continues its strategy of increased operational efficiency while maintaining quality
customer service.
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Four Months Ended

December 31,
1999 1998
Gross Margin per Mef
Qklahoma
Residential $2.88 $2.96
Commercial $2.48 $2.51
Industrial $1.16 $1.27
Pipeline capacity leases $0.25 $0.23
Kansas
Residential $2.76 $2.85
Commercial $2.07 $1.86
Industrial $1.97 $2.70
End-use customer transportation $0.60 $0.48
Four Months Ended
December 31,
1999 1998
Operating Information
Number of customers 1,435,647 1,421,280
Customers per employee 546 527
Capital expenditures (Thousands) $ 34,167 $ 24,636
Total assets (Thousands) $ 1,776273 § 1,804,631
Four Months Ended
December 31,
1999 1998
Volumes (MMef)
Gas sales
Residential : 31,908 31,244
Commercial 11,415 12,005
Industrial 1,795 1,684
Wholesale 12,062 13,150
Total volumes sold 57,180 58,083
PCL and ECT 49,634 63,824
Total volumes delivered 106,814 121,907

Certain costs to be recovered through the rate making process have been recorded as regulatory assets in
accordance with Statement of Financial Accounting Standards No. 71, “Accounting for the Effects of Certain
Types of Regulation” (Statement 71). Total regulatory assets resulting from this deferral process are
approximately $222.4 million for the Distribution segment. Although no further unbundling of services is
anticipated, should this occur, certain of these assets may no longer meet the criteria for following Statement 71,
and accordingly, a write-off of regulatory assets and stranded costs may be required.

PRODUCTICN

Operational Highlights - The Company’s strategy is to concentrate ownership of hydrocarbon reserves in the
mid-continent region in order to add value not only to its existing production operations but also to the related
gathering and processing, marketing, transportation, and storage businesses. Accordingly, the Company focuses
on exploitation activities rather than exploratory drilling. As a result of a growth strategy through acquisitions
and developmental drilling, the number of wells the Company operates has increased. In its role as operator, the
Company controls operating decisions that impact production volumes and lifting costs. The Company
continually focuses on reducing finding costs and minimizing production costs.
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During 2001, the Company acquired approximately $1.5 million in gas and oil properties. Through the
Company’s developmental drilling program, 155 wells were drilled during 2001 compared to 103 wells
completed in 2000, an increase of more than 50 percent.

Risk Management - The volatility of energy prices has a significant impact on the profitability of this segment.
As of December 31, 2001, 11 percent of anticipated 2002 proved developed producing well volumes, totaling
approximately 2.3 Bcf, was hedged at an average price of $3.17 per Mcf. In 2001, 74 percent of proved
developed producing well volumes, totaling approximately 17 Bef, was hedged at an average price of $3.60 per
Mef. See Item 7A - Quantitative and Qualitative Disclosure about Market Risk and Note C of Notes to the
Consolidated Financial Statements.

Years Ended Years Ended
December 31, August 31,
2001 2000 1999
Financial Results (Thousands of Dollars)
Natural gas sales $ 107,846 $ 60,966 $ 58,776
Qil sales 12,262 8,571 6,169
Other revenues 209 818 1,949
Net revenues 120,317 70,355 66,894
Operating costs 27,361 24,228 19,128
Depreciation, depletion, and amortization 35,017 30,884 34,073
Operating income $ 57,939 $ 15,243 $ 13,693
"Other income, net $ 1,175 § 545 S 1,704
Cumulative effect of a change in accounting principlie $ (3,508) $ - $ -
Income tax 1,357 - -
Cumulative effect of a change in accounting principle, netof tax  $ 2,151) § - $ -

Operating Results — Net revenues increased significantly in 2001 compared to 2000 due to higher average gas
prices for 2001, particularly during the first half of the year. The Company also benefited from higher oil and gas
preduction in 2001 compared to 2000. Operating costs increased in 2001 due to higher production taxes resulting
from higher oil and gas revenues. Depreciation, depletion and amortizaticn increased in 2001 compared to 2000
due primarily from higher production, along with a slightly higher depletion rate.

Net revenues increased in 2000 compared to 1999, due to higher natural gas and oil prices. The Company hedged
the majority of its production in 2000. The impact of slightly higher commodity prices realized by the Company
on revenues was partially offset by natural declines in production that was not replaced by new production.

Operating costs increased in 2000 as compared with 1999 as a result of higher production taxes. Depreciation,
depletion and amortization decreased in 2000 compared to 1999 due to decreased production and a lower average
depletion rate resulting from low finding costs on current discoveries.

Other income, net in 2001 primarily represents the gain from the sale of the Company’s 40 percent interest in K.
Stewart.
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Years Ended Years Ended

December 31, August 31,
2001 2000 1999
Operating Information
N Proved reserves

Gas (MMcf) 232,967 254,721 254,102

Qil (MBbls) 4,511 4,339 4,197
Production

Gas (MMcf) 27,578 26,746 27,773

Oil (3Bbls) 493 400 460
Average realized price (a)

Gas (Mcf) $ 3.91 $ 2.28 $ 2.12

Qil (Bbls) S 24.89 $ 21.43 $ 13.56
Capital expenditures (Thousands) $ 55,974 $ 34,035 $ 16,046
Total assets (Thousands) $ 321,720 $ 308,041 $ 310,715

(a) The average realized price, above, reflects the impact of hedging activities.

The Production segment added 9.8 Bcefe of net reserves in 2001 after adjustments, including 20.8 Befe proved
developed, 8.0 Befe proved behind pipe, 12.5 Bcefe proved undeveloped, offset by 31.5 Bcefe of downward
revisions of proved reserve due to lower year-end 2001 prices and the resulting shorter economic life of some
wells and the reduction of proved undeveloped reserve estimates as they were converted to proved developed
reserves. Production for the year ended December 31, 2001 was 30.5 Bcfe.

Capital expenditures above primarily relate to the drilling program, which consisted of drilling costs of
approximately $53.2 million, $32.8 million, and $13.7 million in 2001, 2000, and 1999, respectively.

Transition Period Operating Results

Four Months Ended
December 31,
1999 1998

Financial Resubts (Thousands of Dollars)
Natural gas sales $ 20,789 3 15,757
Qil sales 2,613 1,742
Other revenues 69 163

Net revenues 23471 17,662
Operating costs 7,245 5,227
Depreciation, depletion, and amortizatior 9,715 10,292

Operating income 3 6,511 $ 2,143
Other income, net $ (11 3% -
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Increased production from a successful developmental drilling program and properties acquired were the primary
reasons for the increases in volumes for the Transition Period compared to the same period in 1998. Gas and oil
prices for the Transition Period also increased compared to the same peried in 1998. Operating costs also
increased, compared to 1998, due to the Company operating and owning an interest in an increased number of
wells.

Four Months Ended
December 31,
1999 1998

Operating Information
Proved reserves

Gas (MMcf) 246,979 165,933

Qil (MBbls) 4,160 3,112
Production

Gas (MMcf) 8,306 7,700

Qil (MBbls) 138 145
Average realized price (a)

Gas (Mcf) $ 2.50 $ 2.03

Qil (Bbls) $ 18.93 3 12.53

Capital expenditures (Thousands) $ 6,411 $ 4,581

Total assets (Thousands) $ 301,821 $ 275,840

(a) The average realized price, above, reflects the impact of hedging activities.

POWER

Operational Highlights - The Company created the Power segment in January 2001 to include the operating
results of the electric generating plant constructed by the Company. The 300-megawatt electric power plant is
located adjacent to one of the Company’s natural gas storage facilities and is configured to supply electric power
during peak periods with four gas-powered turbine generators manufactured by General Electric. The Company’s
strategy is to capture the value added by converting natural gas to electricity, the spark spread premium, during
peak demand periods. The plant began operations in mid-2001. The construction of this power plant
compiements the Company’s strategy of maximizing earnings capacity of existing assets and exploring new
opportunities that are expected to have a positive impact on eamnings.

Years Ended Year Ended
December 31, August 31,
2001 2000 1999
Financial Results (Thousands of Dollars)

Power sales $ 28,092 $ - $ -
Cost of power 21,234 - -
Gross margin on power sales 6,858 - -
Operating costs 1,358 - -
Depreciation, depletion, and amortization 2,014 - -
erating income $ 3,486 3 - 3 -

QOther income, net $ 6 $ - $ -

Operating Results — Power sales consist primarily of peaking sales rather than baseload contracts. Gross margin
on power sales for 2001 were less than that which would be expected had the plant been in operation for a full
year. Cooler weather during the summer of 2001 and low power prices both negatively impacted gross margins.
The majority of the cost of power is generated by the peaking plant rather than purchased from unaffiliated
companies.
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Years Ended Year Ended

December 31, August 31,
2001 2000 1999
Operating Information
Power volumes (MMwh) 467 - -
Gross margin ($/MMwh ) § 14.69 $ - $ -
Capital expenditures (Thousands) $ 42,302 3 58,697 $ 3,748
Total assets (Thousands) $122,404 $ 77,426 $ 4,047

Prior to January 1, 2001, capital expenditures for the construction of the peak electric generating plant had been
included in the Marketing and Trading segment. These capital expenditures have been reclassified and included
in the Power segment for the pericds shown in this report. Capital expenditures for the four months ended
December 31, 1999 were $13.4 million. Primarily all capital expenditures incurred through 2001 relate to the
construction of the plant.

Price Risk Mamnagement — The Company’s strategy is to capture market volatility in the spark spread premium.
In doing so, the Power segment uses price risk management instruments, including swaps, options, futures and
physical commodity-based confracts to manage exposures to market price movements. See Item 7A -
Quantitative and Qualitative Disclosures About Market Risk and Note C of Notes to Consolidated Financial
Statements.

LIQUIDITY AND CAPITAL RESOURCES

A part of the Company’s strategy has been and continues to be growth through acquisitions that strengthen and
complement existing assets. The Company anticipates capital expenditures for 2002, exclusive of any
acquisitions that may be made, to be approximately $242 million, which is less than previous years. The
Company has relied primarily on a combination of operating cash flow and borrowings from a combination of
commercial paper issuances, lines of credit, and capital markets for its liquidity and capital resource requirements.
The Company expects to continue to use these sources for its liquidity and capital resource needs on both a short
and long-term basis.

Financing is provided through the Company’s commercial paper program, long-term debt and, if needed, through
a revolving credit facility. Other options to obtain financing include, but are not limited to, issuance of equity,
asset securitization and sale/leaseback of facilities. The Company currently has a $500 million shelf registration
in effect covering debt securities, including convertible debt and common stock. During 2001, capital
expenditures were financed through operating cash flows and long-term debt.

The Company’s credit rating may be affected by a material change in financial ratios or a material adverse event.
The most common criteria for assessment of the Company’s credit rating are the debt to capital ratio, pre-tax and
after-tax interest coverage and liquidity. If the Company’s credit rating were downgraded, the interest rates on the
commercial paper would increase, therefore, increasing the Company’s cost to borrow funds. In the event, that
the Company was unable to borrow funds under the commercial paper program, the Company has access to an
$850 million revolving credit facility. In addition, downgrades in the Company’s credit rating could impact the
Marketing and Trading segment’s ability to do business by requiring the Company to post margins with the few
counterparties with which the Company has a Credit Support Annex within its International Swaps and
Derivatives Asscciation Agreement.
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The Company has reviewed its commercial paper agreement, trust indentures, building leases, Bushton equipment
leases, and marketing, trading and risk contracts and no rating triggers were identified. Rating triggers are defined
as provisions that would create an automatic default or acceleration of indebtedness based on a change in the
Company’s credit rating. The revolving credit agreement does contain a provision that would cause the cost to
borrow funds to increase based on the amount borrowed under this agreement if the Company’s credit rating is
negatively adjusted. This credit agreement also contains a default provision based on a material adverse change
of the Company, but an adverse rating change is not defined as a default or material adverse change. The
Company currently does not borrow funds under this agreement. The Company also has no guarantees of debt or
other commitments to unaffiliated parties.

The OCC staff filed an application on February 1, 2001 to review the gas procurement practices of ONG in
acquiring its gas supply for the 2000/2001 heating season to determine if they were consistent with least cost
procurement practices and whether the Company’s decisions resulted in fair, just and reasonable costs being
borne by its customers. An order issued on November 20, 2001 denied the recovery of a portion of the
Company’s unrecovered purchased gas cost account related to the unrecovered gas costs from the 2000/2001
winter effective December 1, 2001, leaving ONG with an estimated $34.6 million in unreccvered gas costs . The
Company appealed this order to the Cklahoma Supreme Court and asked the OCC to stay the provisions of this
order pending the outcome of the Company’s appeal. The OCC subsequently approved the Company’s request to
stay the order. The stay allows ONG to continue recovery of this $34.6 million in gas costs subject to refund if
the Oklahoma Supreme Court ultimately rules against the Company. The Company believes that decisions made
by the Company were prudent based upon the facts and circumstances existing at the time the decisions were
made, which is the standard applicable to the proceeding as stated by the OCC. The Company will defend itself
vigorously; however, the Company has taken a charge of $34.6 million in the fourth quarter of 2001 as a result of
this order. This charge is recorded as an increase in gas purchase expense in the Distribution segment.

During 2001, the Company put in place a stock buyback plan for up to 10 percent of its capital stock. The
program authorizes the Company to make purchases of its common stock on the open market with the timing and
terms of purchases and the number of shares purchased to be determined by management based on market
conditions and other factors. The purchased shares are held in treasury and available for general corporate
purposes, funding of stock-based compensation plans, resale at a future date, or retirement. Purchases are
financed with short-term debt or are made from available funds. At December 31, 2001, the Company had not
purchased any stock under the plan.

The Company is subject to commodity price volatility. Significant fluctuations in commedity price in either
physical or financial energy contracts may impact the Company’s overall liquidity due to the impact the
commedity price change has on items such as the cost of gas held in storage, recoverability and timing of
regulated natural gas costs, increased margin requirements, collectibility of certain energy related receivables and
working capital. The Company believes that its current commercial paper program and debt capacity is adequate
to meet liquidity requirements from commodity price volatility.

Cash Flow Analysis

Operating Cash Flows — In 2001, the changes in cash flows provided by operating activities primarily reflect
changes in working capital accounts, deferred income taxes and price risk management assets and liabilities. The
increase in deferred income taxes, a non-cash item, is due to accelerated depreciation in 2001. The increase in
price risk management assets and liabilities is primarily due to $35 million in mark-to-market income, which is a
non-cash item, and an increase in the Marketing and Trading segment’s gas in storage, which is included in price
risk management assets on the consclidated balance sheet. The level of gas held in storage is higher at December
31, 2001 compared to December 31, 2000 due to warmer weather in 2001. Cash flow from cperating activities
was positively impacted in the current year due to the reduction of accounts receivable, which was partially offset
by increased cash used for payment of accounts payable and gas in storage and reduced recovery of unrecovered
purchased gas costs. Receivables and payables were higher than normal at December 31, 2000, due to higher gas
prices and the integration of the businesses acquired in 2000.
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In 2000, the changes in cash flow provided by coperating activities primarily reflect changes in working capital
accounts and an increase in assets and liabilities in price risk management activities. The significant changes in
working capital accounts, including accounts receivable, gas in storage, accounts payable and deferred credits and
other liabilities is primarily a result of the acquisitions and the increase in operations resulting from those
acquisitions in 2000 and historically higher gas prices. The increase in price risk management activities is due to
the adoption of mark-to-market accounting in 2000.

Imvesting Cash Flows — Cash paid for capital expenditures for the year ended December 31, 2001 was $341.6
million. This includes approximately $42.3 million for the construction of the electric generating plant. For the
year ended December 31, 2000, capital expenditures were $311.4 million, which included $58.7 million for the
construction of the electric generating plant. In 2001, the Company was reimbursed by an unaffiliated company
for approximately $14 miilion of the costs incurred to construct a pipeline in the Transportation and Storage
segment. Due to regulatory treatment, this amount is recorded as a deferred credit in the balance sheet and
amortized to income. The Company also received approximately $7.9 million related to the sale of assets in the
Production segment. Acquisitions in 2001 include $14.5 million of purchase price adjustments, which resulted in
an increase to goodwill adjustments, relating to the Kinder Morgan acquisitions. The increase in capital
expenditures for the year ended December 31, 2001 compared to the same pericd one year ago is primarily
attributable to increased costs of sustaining a higher asset base due to the acquisitions in 2000.

Cash used in investing activities increased in 2000 due to the acquisition of KMI and Dynegy. The increase in
capital expenditures is related to the construction of the electric generating plant and recurring capital
expenditures necessary to adequately maintain existing assets.

Financing Cash Flows — The Company’s capitalization structure is 42 percent equity and 58 percent long-term
debt at December 31, 2001, compared to 48 percent equity and 52 percent long-term debt at December 31, 2000.
At December 31, 2001, $1.7 billion of long-term debt was outstanding. As of that date, the Company could have
issued $1,064.5 million of additional long-term debt under the most restrictive provisions contained in its various
borrowing agreements.

The Board of Directors has authorized up to $1.2 billion of short term financing to be procured as necessary for
the operation of the Company. The Company has an $850 million Revolving Credit Facility with Bank of
America, N.A. and other financial institutions with a maturity date of June 27, 2002. This credit facility is
primarily used to support the commercial paper program. At December 31, 2001, $599 million of commercial
paper was outstanding, which includes approximately $28 million of temporary investments and $275 million
used to purchase natural gas that was injected into storage. At March 8, 2002, $413 million of commercial paper
was outstanding, which includes approximately $118 million of temporary investments and $165 million used to
purchase natural gas that was injected in to storage.

In April 2001, the Company issued a $400 million, ten year, fixed rate note to refinance short-term debt. In July
2001, the Company entered into interest rate swaps on this debt with a term equal to the term of the notes. The
interest rate under these swaps resets pericdically based on the three-month London InterBank Offered Rate
(LIBOR) or the six-month LIBOR at the reset date. In October 2001, the Company entered into an agreement to
lock in the interest rates for each reset period under the swap agreements through the first quarter of 2003. In
December 2001, the Company entered into interest rate swaps on a total of $200 million in fixed rate long-term
debt through the term of the note. The interest rate under these swaps resets periodically based on the six-month
LIBOR at the reset date. The average interest rate of the $600 million in notes is 6.971 percent. Under the
current swap agreements, the average interest rate of the notes is an all-in LIBOR rate of approximately 3.516
percent. The all-in LIBOR rate refers to the average LIBOR rate plus or minus the ONECK basis spread for all
swaps. The swaps resulted in approximately $5.3 million of interest rate savings in 2001.
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On July 18, 2001, the Company filed a “shelf” registration statement on Form S-3 pursuant to which the
Company may offer debt securities and shares of the Company’s common stock in one or more offerings with a
total initial offering price of up to $500 million. On December 28, 2001, the Company filed a Post-Effective
Amendment with the intent to allow the Company to offer convertible debt under this existing shelf registration.

Contractual Obligations and Commercial Commitments

The following table discloses the Company’s contractual cbligations to make future payments under the
Company’s current debt agreements, operating lease agreements and fixed price contracts. For further discussion
of the debt and operating lease agreements, see Notes I and K, respectively, of Notes to the Consolidated
Financial Statements.

Payients Due by Period
Contractual Obligations Total 2002 2003 2004 2005 2006 Thereafter
(Thousands of Dollars)
Long-term debt $ 1,744,160 $ 250000 $ 10,000 $ 50,000 $ 360000 $§ 310000 $§ 764,160
Notes payable 595,106 599,106 - - - - - -
Operating leases 284,821 33,042 25,137 24,567 27,372 40,683 134,020
Storage contracts 32,039 15,433 6,282 3,236 3,150 3,150 788
Firm transportation confracts 39,657 11,717 5916 4,502 3872 3470 16,180
Purchase conmritments,
rights-of-way and other 15,788 3,190 2,711 2,642 2,597 2,475 2,173

Total Contractual Coligations  § 2,715571 § 9124838 § 50,046 $ 84947 § 3066991 § 359,778 § 911,321

Long-term debt as reported in the consolidated balance sheets includes unamortized debt discount and the mark-
to-market effect of interest rate swaps. Operating leases and purchase commitments, rights-of-way and other
included approximately $0.9 million and $1.7 million for 2007, respectively, of annual commitments but are not
included in the above table beyond 2007 due to the impracticality of calculating the future commitment. The
Distribution segment is party to fixed price transportation contracts; however, the costs associated with these
contracts are recovered through rates as allowed by the applicable regulatory agency and are excluded from the
above table.

Trading Activities

Forwards, swaps, options, and energy transportation and storage contracts utilized for trading activities are
reflected at fair value as assets and liabilities from price risk management activities in the consclidated balance
sheets. The amounts include the cost of gas in storage, option premiums and the mark to market component (fair
value).

The following is a detail of the fair value component of the price risk management assets and liabilities, which
result from the Marketing and Trading segment’s energy trading portfolio.

(Thousands of Dollars)
Net fair value of contracts outstanding at December 31, 2000 $ 24,219
Contracts realized or otherwise settled during the period (28,580}
Fair value of new contracts when entered into during the period 81,026

Changes in fair values attributable to changes in

valuation techniques and assumptions -
Other changes in fair value (1) (17,053)
Net fair value of contracts outstanding at December 31, 2001 $ 59,612
(1) Other changes in fair value primﬁly relate to a charge to expense for unrealized gains

associated with swaps and options with Enron as a result of Enron's bankruptcy filing.
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The net fair value of contracts outstanding at December 31, 2001 includes energy trading contracts accounted for
under mark-to-market accounting. The net fair value of contracts outstanding includes the effect of settled energy
contracts and current period charges resulting primarily from newly originated transactions and the impact of
price movements on the fair value of price risk management assets and liabilities attributable to the Marketing and

Trading segment’s activities.

The following is a detail of the Marketing and Trading segment’s maturity of energy trading contracts based on
heating injection and withdrawal periods from April through March. This maturity schedule is consistent with the
Marketing and Trading segment’s trading strategy. The Marketing and Trading segment has contracted over 40
Bef of storage with an affiliate, which is excluded from outstanding fair value at December 31, 2001, in
accordance with accounting principles generally accepted in the United States of America.

Fair Value of Contracts at December 31, 2001

Matures Matures Matures Matures Total
through through through after fair
Source of Fair Value March 2003 March 2006 March 2008 March 2008 value
(Thousands of Dollars)
Prices actively quoted (1) $  (22,627) § (1,603) § - 3 - $  (24,230)
Prices provded by other external sources (2) $ 124,474 913 (4,149) (1,567) $ 119,671
Prices based on models and other
valuation models (3) 3 (61,564) 30,509 4,065 (8,839) § (35,829)
Total 3 40,283 § 29,819 3§ = (84) 3 (10,406) § 59,612

(1) Prices actively quoted - values are derived from energy market price quotes from national commodity
trading exchanges that primarily trade future and option commodity contracts.

(2) Prices provided by other external sources — values are obtained through energy commodity brokers or
electronic trading platforms, whose primary service is to match-up willing buyers and sellers of energy
commodities. Because of the vast energy broker network, energy price information by location is readily
available.

(3) Prices based on models and other valuation models — values include primarily natural gas storage and
transportation capacity contracted by OEMT. Values derived in this category utilize market price
information from the aforementioned categories as well as other medeling assumptions that include,
among others, assumptions for liquidity, credit, time value and other external attributes. Values
attributable to storage models are determined on a heating injection/withdraw model.
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The following table details CEMT’s financial and commeodity risk from fixed-price transactions:

Investment Below Investment
Grade Credit Grade Credit
Quality (1) Quality
(Thousands of Dollars)

Gas and electric utilities $ 44,361 $ 1,084
Financial institutions (14,739) -
Qil and gas producers (13,046) (7,044)
Industrial and commercial 12,631 3,819
Other (448) (263)
Total 28,759 (2,404)
Credit and other reserves (320) (755)
Net value of fixed-price transactions $ 28,439 $ (3,159

(1) Investment grade is primarily determined using publicly available credit ratings
along with consideration of cash prepayments, cash managing, standby letters of
credit and parent company guarantees. Included in Investment Grade are
counterparties with a minimum Standard and Poor's or Moody's rating of BBB-

or Baa3, respectively.

Related Party Tramsactions — KGS has a shared service agreement with Western, which is the holder of the
Company’s preferred stock. The shared services include call center backup, meter readings, customer billing
operations and customer service. KGS paid Western approximately $4.9 million in 2001 related to this shared
service agreement.

Off-Balamce Sheet Arrangements - The Company has no cff-balance sheet special purpose entities or asset
securitization.

Enron - Certain of the financial instruments discussed in Note C of Notes to the Consclidated Financial
Statements have Enron North America as the counterparty. Enron Corporation and various subsidiaries, including
Enron North America (Enron), filed for protection from creditors under Chapter 11 of the United States
Bankruptcy Code on December 3, 2001. The Company has provided an allowance for forward financial positions
and also established an allowance for uncollectible accounts relating to previously settled financial and physical
positions with Enron at December 31, 2001. The Company estimates its claim against Enron to be approximately
$74 million. Although the ultimate resclution of any claims ONEOK may have against Enron cannot be
determined at this time, the Company believes any future losses would have an immaterial effect on the
Company’s financial position, cash flows and results of operations.

The filing of the voluntary bankruptcy proceeding by Enron created a possible technical default related to varicus
financing leases tied to the Company’s Bushton gas processing piant in south central Kansas. The Company
acquired the Bushton gas processing plant and related leases from Kinder Morgan in April 2000. Kinder Morgan
had previously acquired the plant and leases from Enron. Enron is one of three guarantors of these Bushton plant
leases; however, the Company is the primary guarantor. In January 2002, the Company was granted a waiver on
the possible technical default related to these leases. The Company will continue to make all payments due under
these leases.
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Uncollectible Amounts — During 2001, the KCC issued an Order extending the time period for which gas service
disconnection during inclement weather conditions cannot be made. Due to the extension of the time period
restricting disconnections, delinquent KGS customers were allowed to continue gas service, thus increasing
uncollectible amounts. Higher gas costs in the 2000/2001 heating season alsc contributed to the increased
uncollectible amounts. KGS and other distribution companies in Kansas filed a joint application with the KCC
seeking approval to recover the additional uncollectible amounts incurred during the 2000/2001 heating season
until reviewed in the next rate case. The KCC approved the deferral allowing the companies to seek recovery of
the extraordinary uncollectible account levels experienced in the 2000/2001 winter. KGS expects to file a rate
case in late 2002. No accounting freatment has yet been determined.

Southwest Litigation - In connection with the now terminated proposed acquisition of Southwest Gas
Corporation (Southwest), the Company is party to various lawsuits. The Company and certain of its officers, as
well as Southwest and certain of its officers, and others have been named as defendants in a lawsuit brought by
Southern Union Company (Southern Union). The Southern Union allegations include, but are not limited to,
Racketeer Influenced and Corrupt Organizations Act violations and improper interference in a contractual
relationship between Southwest and Southern Union. The original claim asked for $750 million damages to be
trebled for racketeering and unlawful viclations, compensatory damages of not less than $750 million and
rescission of the Confidentiality and Standstill Agreement, punitive damages and injunctive relief.

On June 29, 2001, the Company filed Motions for Summary Judgment. On September 26, 2001, the Court entered
an order that, among other things, denied the Motions for Summary Judgment by the Company on Southern
Union’s claim for tortious interference with a prospective relationship with Southwest; however, the Court’s
ruling limited any recovery by Southern Union to out-of-pocket damages and punitive damages. The Company
expects to file a Motion for Summary Judgment seeking a dismissal of this single remaining claim and for
punitive damages. Based on discovery at this point, the Company believes that Southern Union’s out-of-pocket
damages potentially recoverable at trial, exclusive of legal fees and expenses, are less than $1.0 million.

Southwest filed a lawsuit against the Company and Scuthern Union aileging, among other things, fraud and
breach of contract. Southwest is seeking damages in excess of $75,000. In an order dated January 4, 2002, the
Court denied Southwest’s Motion for Partial Summary Judgment in its favor on its claims against the Company,
granted in part the Company’s Motion for Summary Judgment against Southwest, and denied the Company’s
Motion for Summary Judgment in part with respect to Southwest’s claims for fraud in the inducement and fraud.
Based on discovery at this point, the Company believes that Southwest’s actual damages potentially recoverable
at trial, exclusive of legal fees and expenses, are less than $5.5 million.

The lawsuits described above have been consclidated for purposes of trial. The Court has entered an order setting
the cases for jury trial on October 15, 2002.

Two substantially identical derivative actions were filed by shareholders against members of the Board of
Directors of the Company for alleged violation of their fiduciary duties tc the Company by causing or allowing
the Company to engage in certain fraudulent and improper schemes related to the planned merger with Southwest
for alleged waste of corporate assets. These two cases were consolidated into one case. Such conduct allegedly
caused the Company tc be sued by both Southwest and Southern Union, which exposed the Company to millions
of dollars in liabilities. The plaintiffs seek an award of compensatory and punitive damages and costs,
disbursements and reascnable attorney fees. The Company and its Independent Directers and officers named as
defendants filed Motions to Dismiss the action for failure of the plaintiffs to make a pre-suit demand on the
Company’s Board of Directors. In addition, the Independent Directors and certain officers filed Motions to
Dismiss the actions for failure to state a claim. On February 26, 2001, the action was stayed until one of the
parties notifies the Court that a dissclution of the stay is requested.

59




Except as set forth above or in the Legal Proceedings, the Company is unable to estimate the possible loss, if any,
associated with these matters. If substantial damages were ultimately awarded, it could have a material adverse
effect on the Company’s results of operations, cash flows and financial position. The Company is defending itself
vigorously against all claims asserted by Southern Union and Southwest and all other matters relating to the now
terminated proposed acquisition of Southwest. For more information, see Legal Proceedings.

Hutchinsom Litigation - Two separate class action lawsuits have been filed against the Company in connection
with the natural gas explosions and eruptions of natural gas geysers that occurred in Hutchinson, Kansas in
January 2001. Although no assurances can be given, management believes that the ultimate resolution of these
matters will not have a material adverse effect on its financial position or results of operations. ONEOK and its
subsidiaries are being represented by their insurance carrier in these cases. The Company is vigerously defending
itself against all claims. For more information, see Legal Proceedings.

Envirenmental - The Company has 12 manufactured gas sites located in Kansas, which may contain potentially
harmful materials that are classified as hazardous material. Hazardous materials are subject to contrel or
remediation under various environmental laws and regulations. A consent agreement with the KDHE presently
governs all future work at these sites. The terms of the consent agreement allow the Company to investigate these
sites and set remediation priorities based upon the results of the investigations and risk analysis. The prioritized
sites will be investigated over a period of time as negotiated with the KDHE. Through December 31, 2001, the
costs of the investigations and risk analysis related tc these manufactured gas sites have been immaterial.
Although remedial investigation and interim clean-up has begun on four sites, limited information is available
about the sites. Management’s best estimate of the cost of remediation ranges from $100,000 to $10 million per
site based on a limited comparison of costs incurred to remediate comparable sites. These estimates do not give
effect to potential insurance reccveries, recoveries through rates or from third parties. The KCC has permitted
others to recover remediaticn costs through rates. It should be noted that additional information and testing could
result in costs significantly below or in excess of the amounts estimated above. To the extent that such
remediation costs are not recovered, the costs could be material to the Company’s results of operations and cash
flows depending on the remediation done and number of years over which the remediation is completed.

In January 2001, the Yaggy storage facility, located in Hutchison, Kansas, was idled following natural gas
explosions and eruptions of natural gas geysers. There are no known long-term environmental effects from the
Yaggy storage facility, however, the Company continues to perform tests in cooperation with the KDHE.

Impact of Recently Issued Accounting Promoumcements — In July 2001, the FASB issued Statement of
Financial Accounting Standards No. 141, “Business Combinations” (Statement 141), Statement of Financial
Accounting Standards No. 142, “Goodwill and Other Intangible Assets” (Statement 142), and Statement of
Financial Accounting Standards Ne. 143, “Accounting for Asset Retirement Obligations” (Statement 143). In
October, 2001, the FASB issued Statement of Financial Accounting Standards No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets” (Statement 144).

Statement 141 requires that the purchase method of accounting be used for all business combinations initiated
after June 30, 2001. Statement 142 requires that goodwill and intangible assets with indefinite useful lives no
longer be amortized, but instead tested for impairment at least annually in accordance with the provisions of
Statement 142. The Company adopted the provisions of Statement 141 effective July 1, 2001, and Statement 142
effective January 1, 2002.

In connection with the Company’s adoption of Statement 142, the Company is required to perform an assessment
of whether there is an indication that gocdwill, including equity-method goodwill, is impaired as of the date of
adoption. Any transitional impairment loss will be recognized as a cumulative effect of a change in accounting
principle in the Company’s 2002 statement of earnings.
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As of December 31, 2001, the Company has unamortized goodwill in the amount of $113.9 million. In addition,
the Company has approximately $30.1 million of goodwill related to its equity investments. The entire amount
will be subject to the transition provisions of Statement 142. Amortization expense related to goodwill was $4.4
million and $3.2 million for the years ended December 31, 2001 and 2000, respectively. The Company
discontinued the amortization of goodwill effective January 1, 2002, with the adoption of Statement 142, In
accordance with provisions of Statement 142, the Company will complete its analysis of gocdwill for impairment
no later than June 30, 2002.

Statement 143 requires entities to record the fair value of a liability for an asset retirement obligation in the period
in which it is incurred and a corresponding increase in the carrying amount of the related long-lived asset.
Statement 143 is effective for fiscal years beginning after June 15, 2002. Statement 144 retains the requirement to
report separately discontinued operations and extends that reporting to a component of an entity that either has
been disposed of or is classified as held for sale. Statement 144 is effective for fiscal years beginning after
December 15, 2001, and for interim periods within those fiscal years. The Company is currently assessing the
impact of Statements 143 and 144 on its financial condition and resuits of operations.
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ITEM 7A. QUANTITATIVE AND QUAJLI[']TAT]IV]E DISCLOSURES ABOUT MARKET RISK

Risk Management - The Company, substantially through its nonutility segments, is exposed to market risk in the
normal course of its business operations and to the impact of market fluctuations in the price of natural gas,
NGLs, crude oil and power prices. Market risk refers to the risk of loss in cash flows and future earnings arising
from adverse changes in commodity energy prices. The Company’s primary exposure arises from fixed price
purchase or sale agreements which extend for periods of up to 48 months, gas in storage inventories utilized by
the marketing and trading operation, and anticipated sales of natural gas and oil production. To a lesser extent,
the Company is exposed to risk of changing prices or the cost of intervening transportation resulting from
purchasing gas at one location and selling it at another (hereinafter referred to as basis risk). To minimize the risk
from market fluctuations in the price of natural gas, NGLs and crude oil, the Company uses commodity derivative
instruments such as futures contracts, swaps and options to manage market risk of existing or anticipated purchase
and sale agreements, existing physical gas in storage, and basis risk. The Company adheres to policies and
procedures that limit its exposure to market risk from open positions and monitors market risk exposure.

The Company has from time to time used weather derivative swaps to manage the risk of fluctuations in heating
degree days (HDD) during the heating season. Under the weather derivative swap agreements, the Company
receives a fixed payment per degree day below the contracted normal HDD and pays a fixed amount per degree
day above the contracted normal HDD. The swaps contain a contract cap that limits the amount either party is
required to pay. At December 31, 2001, the Company is not a party to any weather derivative swaps.

KGS uses derivative instruments to hedge the cost of some anticipated gas purchases during the winter heating
months to protect their customers from upward volatility in the market price of natural gas. At December 31,
2001, KGS had derivative instruments in place to hedge the cost of gas purchases for 6,500 MMMbtu.

For further discussion of trading activities and models and assumptions used in the trading activities see the
Critical Accounting Policies and Estimates section of Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations. Also, see Note C of Notes toc Consolidated Financial Statements.

Imterest Rate Risk — The Company is subject to the risk of fluctuation in interest rates in the normal course of
business due to the Company utilizing variable rate debt. The Company manages interest rate risk through the use
of fixed rate debt, floating rate debt and interest rate swaps. In July 2001, the Company entered into interest rate
swaps on a total of $400 million in fixed rate long-term debt. The interest rate under these swaps resets
periodically based on the three-month LIBOR or the six-month LIBOR at the reset date. In October 2001, the
Company entered into an agreement to lock in the interest rates for each reset period under the swap agreements
through the first quarter of 2003. In December 2001, the Company entered into interest rate swaps on a total of
$200 millicn in fixed rate long-term debt. At December 31, 2001, a hypothetical 10 percent change in interest
rates would result in an annual $4.4 million change in interest costs related to short-term and floating rate debt
based on principal balances outstanding at these dates. At December 31, 2000 the Company had no interest rate
swaps.

Value-at-Risk Disclosure of Market Risk - ONEOK measures entity-wide market risk in its trading, price risk
management, and its non-trading portfolios using value-at-risk (VAR). The quantification of market risk using
VAR provides a consistent measure of risk across diverse energy markets and products with different risk factors
in order to set overall risk tolerance, to determine risk targets and set position limits. The use of this methodology
requires a number of key assumptions including the selection of a confidence level and the holding period to
liguidation. ONEOCK relies on VAR to determine the potential reduction in the trading and price risk management
portfolio values arising from changes in market conditions over a defined period.
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ONEOK'’s VAR exposure represents an estimate of potential losses that would be recognized for its trading and

price risk management portfolio of derivative financial instruments, physical contracts and gas in storage

assuming hypothetical movements in commedity market assumptions with no change in positions and are not

necessarily indicative of actual results that may occur. VAR does not represent the maximum possible loss nor

any expected loss that may occur because actual future gains and losses will differ from those estimated based on

actual fluctuations in commodity prices, operating exposures and timing thereof, and the changes in the
Company’s trading and price risk management portfolic of derivative financial instruments and physical

contracts.

At December 31, 2001, the Company’s estimated potential one-day favorable or unfavorable impact on future
earnings, as measured by the VAR, using a 95 percent confidence level and diversified correlation assuming one
day to liquidate positions was $5.1 million and the average of such value during the year ended December 31,
2001 was estimated at $3.6 million.

Risk Policy and Oversight — ONEOK controls the scope of risk management, marketing and trading operations
through a comprehensive set of policies and procedures involving senior levels of management. The Company’s
Board of Directors affirms the risk limit parameters with its audit committee having oversight responsibilities for
the policies. A risk oversight committee, comprised of corporate and business segment officers, oversees all
activities related to commodity price, credit and interest rate risk management, marketing and trading activities.
The committee also propeoses risk metrics including VAR and position loss limits. ONEOK has a corporate risk
control organization lead by the Vice-President of Risk Control, which is assigned responsibility for establishing
and enforcing the policies, procedures and limits and evaluating the risks inherent in proposed transactions. Key
risk control activities include credit review and approval, credit and performance risk measurement and
monitoring, validation of transactions, portfolic valuation, VAR and other risk metrics.

To the extent open commodity positions exist, fluctuating commodity prices can impact the financial results and
financial position of the Company either favorably or unfavorably. As a result, the Company cannct predict with
precision the impact risk management decisions may have on the business, operating results or financial position.

63




ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Shareholders
ONEOCK, Inc.:

We have audited the accompanying consolidated balance sheets of ONECK, Inc. and subsidiaries as of December
31, 2001, 2000, and 1999, and the related consolidated statements of income, shareholders’ equity, and cash flows
for the years ended December 31, 2001 and 2000, the year ended August 31, 1999 and the four months ended
December 31, 1999. These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also inciudes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of ONEQK, Inc. and subsidiaries as of December 31, 2001, 2000, and 1999, and the results of
their operations and their cash flows for the years ended December 31, 2001 and 2000, the year ended August 31,
1999, and the four months ended December 31, 1999, in conformity with accounting principles generally
accepted in the United States of America.

As discussed in Notes A and C to the consolidated financial statements, the Company adopted the provisicns of
Statement of Financial Accounting Standards No. 133, Accounting for Derivative Instruments and Hedging
Activities, effective January 1, 2001 and the provisions of Emerging Issues Task Force 98-10, Accounting for
Contracts Involved in Energy Trading and Risk Management Activities, effective January 1, 2000.

KPMG LLP

Tulsa, Oklahoma
February 14, 2002
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ONEOK, In¢. and Subsidiaries
CONSOLIDATED STATEMENTS OF INCOME

Year Year Four Months Year
Ended Ended Ended Ended
December 31, December 31, December 31, August 31,
2001 2000 1999 1999
(Thousands of Dollars, except per share amounts)

Operating Revenues (Note A) $ 6,803,146 $ 6,642,858 $ 806,478 $ 1,838,949
Cost of gas 5,894,361 5,845,726 587,681 1,213,478
Net Revenues 908,785 797,132 218,797 625,471
Operating Expenses
Operations and maintenance 394,367 266,545 77,247 240,330
Depreciation, depletion, and amortization 157,310 143,351 43,227 129,704
General taxes 61,876 53,303 14,755 39,715
Total Operating Expenses 613,553 463,199 135,229 409,749
Operating Income 295,232 333,933 83,568 215,722
Other income, net 876 18,475 2,396 10,500
Interest expense 140,158 118,630 27,883 52,809
Income taxes 52,234 90,286 22,737 67,056
Income before cumulative effect of a change in

accounting principle 103,716 143,492 35,344 106,357
Cumulative effect of a change in

accounting principle, net of tax (Note 4) (2,151) 2,115 - -
Net Income 101,565 145,607 35,344 106,357
Preferred stock dividends 37,100 37,100 12,367 37,247
Income Available for Common Stock $ 64,455 $ 108,507 $ 22,977 $ 69,110
Earnings Per Share of Common Stock (Note Q)

Basic $ 0.85 % 123§ 027 § 0.86

Diluted $ 085 123  § 027 § 0.86
Average Shares of Common Stock (Thousands)

Basic 99,449 98,340 100,742 103,102

Diluted 99,671 98,388 100,768 103,142

See accompanying Notes to Consolidated Financial Statements.
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ONEQK, Inc. and Subsidiaries
CONSOLIDATED BALANCE SHEETS

December 31, December 31, December 31,
2001 2000 1999
Assets (Thousands of Dollars)
Current Assets
Cash and cash equivalents $ 28,229 $ 249 $ 72
Trade accounts and notes receivable, net 677,796 1,627,714 371,313
Materials and supplies 20,310 18,119 10,360
Gas in storage 82,694 57,800 124,511
Deferred income taxes - 10,425 8,383
Purchased gas cost adjustment 45,098 1,578 8,105
Assets from price risk management activities (Note C) 587,740 1,416,368 -
Customer deposits 41,781 120,800 40,928
Other current assets 78,321 71,906 31,714
Total Current Assets 1,561,969 3,324,959 595,386
Property, Plant and Equipment
Marketing and Trading 3,979 2,795 2,047
Gathering and processing 1,040,195 1,001,994 385,260
Transportation and Storage 792,641 773,198 526,537
Distribution 1,985,177 1,860,181 1,766,057
Production 482,404 428,701 405,298
Power 118,193 75,891 17,193
Other 85,168 64,056 41,301
Total Property, Plant and Equipment 4,507,757 4,206,816 3,143,693
Accumulated depreciation, depleticn, and amortization 1,234,789 1,110,803 1,021,915
Net Property 3,272,968 3,096,013 2,121,778
Deferred Charges and Other Assets '
Regulatory assets, net (Note E) 232,520 238,605 247,486
Goodwill 113,868 92,909 80,743
Assets from price risk management activities (Note C) 475,066 405,666 -
Investments and other 222,768 202,193 195,847
Total Deferred Charges and Other Assets 1,044,222 939,373 524,076
Total Assets $ 5,879,159 $ 7,360,345 $ 3,241,240

See accompanying Notes to Consolidated Financial Statements.
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ONEOQK, Inc. and Subsidiaries
CONSOLIDATED BALANCE SHEETS

December 31, December 31, December 31,
2001 2000 1999
Liabilities and Shareholders’ Equity (Thousdands of Dollars)
Current Liabilities
Current maturities of long-term debt $ 250,000 $ 10,767 $ 21,767
Notes payable 599,106 824,106 462,242
Accounts payable 390,479 1,247,519 237,653
Accrued taxes 11,528 8,735 359
Accrued interest 31,954 24,161 16,628
Customers' deposits 21,697 18,319 18,212
Liabilities from price risk management activities (Note C) 381,409 1,296,041 -
Cther 132,244 96,913 29,852
Total Current Liabilities 1,818,417 3,526,561 786,713
Long-term Debt, excluding current maturities 1,498,012 1,336,082 775,074
Deferred Credits and Other Liabilities
Deferred income taxes 499,432 382,363 349,883
Liabilities from price risk management activities (Note C) 491,374 543,278 -
Lease obligation 122,011 137,131 -
Other deferred credits 184,623 209,973 178,046
Total Deferred Credits and Other Liabilities 1,297,440 1,272,745 527,929
Total Liabilities 4,613,869 6,135,388 2,089,716
Commitments 2nd Comntingencies (Note K)
Shareholders’ Equity

Convertible Preferred Stock, $0.01 par value:
Series A authorized 20,000,000 shares; issued and
outstanding 19,946,448 shares at December 31, 2001,
December 31, 2000, and December 31, 1999 199 199 199
Conmnon stock, $0.01 par value:
authorized 300,000,000 shares;issued 63,438,441 shares
and outstanding 60,002,218 shares at December 31, 2001,
issued 63,198,610 shares and outstanding 59,176,550
shares at December 31, 2000; issued 63,198,610 shares and

outstanding 59,109,246 shares at December 31, 1999 634 316 316
Paid in capital (Note G) 202,269 895,668 894,976
Unearned compensation (2,000} (1,128) (1,846)
Accurmmilated other comprehensive income (Note D) (1,780) - -
Retained earnings 415,513 387,789 317,985

Treasury stock at cost: 3,436,223 shares at December 31, 2001;
4,022,060 shares at December 31, 2000 and 4,089,364 shares

at December 31, 1999 (49,545) (57,887) (60,106)
Total Shareholders’ Equity 1,265,290 1,224,957 1,151,524
Total Liabilities and Shareholders’ Equity $ 5879059 3 7360345 S 3,241240

See accompanying Notes to Consolidated Financial Statements.
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ONEQCK, Inec. and Subsidiaries
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Year Four Months Year
Ended Ended Ended Ended
December 31, December 31, December 31, August 31,
2001 2000 1999 1999
Operating Activities (Thousands of Dollars)
Net income $ 101,565 S 145,607 $ 35,344 § 106,357
Depreciation, depletion, and amortization 157,310 143,351 43227 129,704
Unrecovered purchased gas cost adjustment 34,579 - - -
Gain on sale of assets (1,120) (27,050) - (6,639)
Gain on sale of equity investments (758) - - -
Income from equity investments (8,109) (4,025) (1,063) (1,560)
Deferred income taxes 134,933 26,143 28,317 14,925
Amortization of restricted stock 1,110 632 108 -
Allowance for doubtful accounts 43,495 6,048 436 4,029
Other 188 692 - 293
Changes in assets and liabilities:
Accounts and notes receivable 909,324 (1,262,449) (143,413) (54,716)
Inventories {11,906) (41,669) (15,920) 19,429
Unrecovered purchased gas costs (78,09%) 6,527 (3,553) (16,720)
Regulatory assets (8,387) (6,303) (3,841) (6,261)
Other assets 37,201 (97,402) (5,45T) (88,930)
Accounts payable and accrued liabilities (984,999) 1,168,871 84,627 41,320
Price risk management assets and liabilities (198,611) (64,574) - -
Deferred credits and other liabilities (6,211) 78,559 (1,812) (7,034)
Cash Provided by Operating Activities 121,505 72,958 17,000 134,197
Investing Activities
Changes in other investments, net 1,194 68 994 (59,422)
Acquisitions (16,015) (494,904) (17,482)  (344,494)
Capital expenditures (341,567) (311,403) (76,016)  (164,170)
Proceeds from sale of property 7,911 60,659 - 16,500
Proceeds from sale of equity investment 7,425 - - -
Cash Used in Investing Activities (341,852) _(745,580) (92,504) (551,586}
Fimamcing Activities
Borrowing of notes payable, net (225,000) 361,864 198,495 51,747
Change in bank overdraft 141,923 (168,145) (22,699) -
Issuance of debt 401,367 590,000 - 695,888
Payment of debt (7,583) (39,992) (36,952)  (224,868)
Issuance of common stock 5,447 - - 1,087
Issuance (acquisition) of treasury stock, net 5,214 (453) (39,610) (22,570)
Dividends paid (73,841) (70,475) (28,060) (76,281)
Acquisition and cancellation of preferred stock - - - (3,298)
Cash Provided by Financing Activities 247,527 672,799 71,174 421,705
Change in Cash and Cash Equivalents 27,580 177 (4,330) 4316
Cash and Cash Equivalents at Beginning of Period 249 72 4,402 86
Cash and Cash Equivalents at End of Period $ 28,229 $ 249 § 72§ 4,402

See accompanying Notes to Consolidated Financial Statements.
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ONBECXK, e, amd Subsidiaries

CONSULIDATED STATEMENTS CF SHAREHECLDERS' RQUITY

Cther
Prefared Common  Paiddin Unearned Conrprehensive Retained Treasury
Stock  Stock Capital Conpensaticn Income Earnings Stock Total
(Thousands of Dollars)

Angust 31, 1938 $ 200 $ 316 $§ 89757 $ - $ - $§ 270808 $ - $ 1,168871
Net inoome - - - - - 106,357 - 106,357
Issuarce of conmon stock

Stock Purchase Plans - - 1,380 - - - - 1,380
Convertible preferred stock

dividends - $1.86 and $1.55

per share for Series Aand

Series B, respectively - - - - - (37,247 - (37,247
Aoquisition and Cancellation of

Series B Convertible

Preferred Stock ) - (3,49) - - 652 - (3,298)
Aoquisition of Treasury Stock - - - - - - (22,570) (2,570)
Common stock dividends -

$1.24 per share - - - - - (39,034) - (39,034)

August 31, 1999 $ 19 $ 316 $§ B8M9® § - $ - $ 301,536 $ (2570) $ 1,174,459
Net income - - - - - 35344 - 35,344
Re-issuange of treasury stock - - %) . - (131) 141 8
Convertible preferred stock

dividends - $.465 per share

for Series A - - - - - (9,275) - (9,275)
Aoquisition of treasury stock - - - - - - (39,610) (39,610)
Issuance of restricted stock - - - (1,933) - - 1,933 -
Amortization of restricted stock - - - 108 - - - 108
Cornimon stock dividends -

$0.31 per share - - - 21 - (9,489) - (9,510)

Decentrer 31, 1992 $ 19 $ 316 $§ 84976 § (1,846 $ - $ 317985 $ (60,106 § 1,151524

See acconpanying Notes to Consolidated Financial Staterments
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Prefered  Conmron Paid-in Unearned Conprehensive Retained Treasury

Stock Stock Capital Compensation Incone Eamings Stock Total
(Thousands of Dollars)

Deceniser 31, 1999 $ 199 §$ 316 $ 8496 § (1,846 $ - § 31798 $ (60,106 $ 1,151,524
Net income - - - - - 145,607 - 145,607
Re-issuance of treasury stock - - - - - (2572) 14,196 11,624
Issuznce of common stock

Stock purchase plans - - 692 - - - - 692
Convertible preferred stock

dividends - $1.86 per share

for Series A - - - - - (37,100 - (37,100)
Acquisition of treasury stock - - - - - - (11,812) (11,812)
Issuance of restricted stock - - - (137) - - 137 -
Amuriizaticn of restricted stock - - - 632 - - - 632
Forfeitures of restricted stock - - - 302 - - (302) -
Comron stock dividends -

$1.24 per share - - - (79) - (36,13D - (36,210)

Desenber 31, 2050 $ 19 $316 $ 895668 $ (L,128) § - § 387789 3 (57,887) $§ 1,24957
Net income - - - - - 101,565 - 101,565
Cther conprehensive income - - - - (1,780) - - (1,780)

Total conprehensive income 99,785
Effect of two-for-one stock split - 317 (317 - - - ‘ -
Re-issuance of treasury stock - - 865 - - - 7,278 8,144
Issuance of comnon stock

Stock purchase plans - 1 5317 - - - - 5318
Convertible preferred stock

dividends - $1.86 per share

for Series A - - - - - (37,100 - (37,100
Acquisition of treasury stock - - - - - - 29 29
Issuance of restricted stock - - 715 (1,932) - - 1,217 -
Armortization of restricied stock - - - L110 - - - 1,110
Forfeitures of restricted stock - - 20 78 - - 124 (26)
Cormmon stock dividends -

$0.62 per share - - - (128) - (36,741) - (36,869)

December 31, 2001 $ 159 § 63 S 502209 § (2000 3 (1,780) $ 415513 § (49545) § 1,265,290
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
A) SUMMARY OF ACCOUNTING POLICIES

Nature of Operations - ONECK, Inc. and subsidiaries (collectively, the “Company” or “ONECK”) is a
diversified energy company engaged in the production, processing, gathering, storage, transportation, distribution,
and marketing of natural gas, electricity and natural gas liquids. The Company manages its business in seven
segments: Marketing and Trading, Gathering and Processing, Transportation and Storage, Distribution,
Production, Power and Other.

The Marketing and Trading segment purchases and markets natural gas, primarily in the mid-continent region of
the United States. The Company owns and operates gas processing plants as well as gathering pipelines in
Oklahoma, Kansas and Texas through its Gathering and Processing segment. The Transportation and Storage
segment owns and leases natural gas storage facilities and transports gas in Oklahoma, Kansas and Texas. The
Company’s Distribution segment provides natural gas distribution services in Oklahoma and Kansas through its
divisions Oklahoma Natural Gas Company (ONG) and Kansas Gas Service Company (KGS). The Production
segment produces natural gas and oil and owns natural gas and oil reserves. The Power segment produces and
markets electricity to wholesale customers. The Company’s Other segment, whose results of operations are not
material, operates and leases the Company’s headquarters building and parking facility and has an investment in
Magnum Hunter Resources, Inc., an independent oil and gas company.

Critical Accounting Policles

Energy Trading and Risk Management Activities— The Company engages in price risk management activities
for both trading and non-trading purposes. On January 1, 2000, the Company adopted Emerging Issues Task
Force Issue No. 98-10, “Accounting for Energy Trading and Risk Management Activities” (EITF 98-10) for its
energy trading contracts. EITF 98-10 requires entities involved in energy trading activities to account for energy
trading contracts using mark-to-market accounting. Prior to the adoption of EITF 98-10, the Company accounted
for its trading activities on the accrual method based on settlement of physical and financial positions. The
adoption of EITF 98-10 was accounted for as a change in accounting principle and the cumulative effect at
January 1, 2000 of $2.1 millicn, net of tax, was recognized. Forwards, swaps, options, and energy transportation
and storage contracts utilized for trading activities are reflected at fair value as assets and liabilities from price risk
management activities in the consolidated balance sheets. The fair value of these assets and liabilities are affected
by the actual timing of settiements related to these contracts and current period changes resulting primarily from
newly originated transactions and the impact of price movements. Changes in fair value are recognized in net
revenues in the consolidated statements of income. Market prices used to fair value these assets and liabilities
reflect management’s best estimate considering various factors including closing exchange and over-the-counter
quotations, time value and volatility underlying the commitments. Market prices are adjusted for the potential
impact of liquidating the Company’s position in an orderly manner over a reasonable period of time under present
market conditicns.

See Note C of Notes to Cons‘olidated Financial Statements.
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Regulation — The Company’s intrastate transmission pipelines and distribution operations are subject to the rate
regulation and accounting requirements of the Oklahoma Corporation Commission (OCC), Kansas Corporation
Commission (KCC) and Texas Railroad Commission (TRC). Certain other transportation activities of the
Company are subject to regulation by the Federal Energy Regulatory Commission (FERC). ONG and KGS
follow the accounting and reporting guidance contained in Statement of Financial Accounting Standards No. 71,
“Accounting for the Effects of Certain Types of Regulation (Statement 71). Allocation of costs and revenues to
accounting periods for rate-making and regulatory purposes may differ from bases generally applied by non-
regulated operations. Such allocations to meet regulatory accounting requirements are considered to be generally
accepted accounting principles for regulated utilities provided that there is a demonstrable ability to recover any
deferred costs in future rates.

During the rate-making process, regulatory commissions may require a utility to defer recognition of certain costs
to be recovered through rates over time as opposed to expensing such costs as incurred. This allows the utility to
stabilize rates over time rather than passing such costs on to the customer for immediate recovery. This causes
certain expenses to be deferred as a regulatory asset and amortized to expense as they are recovered through rates.
Total regulatory assets resulting from this deferral process are approximately $232.5 million, $238.6 million and
$247.5 million at December 31, 2001, 2000 and 1999, respectively. Although no further unbundling of services is
anticipated, should this occur, certain of these assets may no longer meet the criteria for following Statement 71
and, accordingly, a write-off of regulatory assets and stranded costs may be required. However, the Company
does not anticipate that these costs, if any, will be significant. See Note E of Notes to the Consclidated Financial
Statements.

KGS has a two-year rate moratorium, which expires in November 2002. ONG is not subject to a rate moratorium.

Impairments - The Company accounts for the impairment of long-lived assets to be recognized when indicators
of impairment are present and the undiscounted cash flows are not sufficient to recover the assets carrying
amount. The impairment loss is measured by comparing the fair value of the asset to its carrying amount. Fair
values are based on discounted future cash flows or infermation provided by sales and purchases of similar assets.
The Company evaluates impairment of assets on the lowest possible level.

Significant Accounting Policies

Consolidation - The consolidated financial statements include the accounts of ONECK, Inc. and its wholly-
owned subsidiaries. All significant intercompany accounts and transactions have been eliminated in
consolidation. Investments in twenty percent to 50 percent-owned affiliates are accounted for on the equity
method. Investments in less than twenty percent owned affiliates are accounted for on the cost method.

Cash and Cash Equivalemts - Cash equivalents consist of highly liquid investments, which are readily
convertible into cash and have original maturities of three months or less.

Imventories - Materials and supplies are valued at average cost. Noncurrent gas in storage is classified as
property and is valued at cost. The Marketing and Trading segment’s gas in storage, which is recorded in current
price risk management assets, is carried at fair value. Cost of current gas in storage for ONG is determined under
the last-in, first-out, (LIFO) methodology. The estimated replacement cost of current gas in storage valued under
the lifo method was $1.3 million, $12.3 million, and $7.3 million at December 31, 2001, 2000 and 1999,
respectively, compared to its value under the LIFO method of $3.0 million, $4.6 millicn, and $5.7 million at
December 31, 2001, 2000 and 1999, respectively. Current gas in storage for all other companies is determined
using the weighted average cost of gas method.

Dertvative Instruments and Hedging Activities - To minimize the risk from fluctuations in the price of natural
gas and crude oil, the Company’s non-trading segments periodically enter into futures transactions, swaps, and
options in order to hedge anticipated sales of natural gas and crude oil production, fuel requirements and
inventories in its natural gas liquids business. Interest rate swaps are also used to manage interest rate risk.
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Prior to 2001, in order to qualify as a hedge, the price movements in the underlying commodity derivatives had to
be sufficiently correlated with the hedged transaction. Gains and losses from hedging transactions were
recognized in income and reflected as cash flows from operating activities in the perieds for which the underlying
commodity or interest rate transactions were hedged. If the necessary correlation to the commodity or interest rate
transaction being hedged was not maintained, the Company ceased to account for the contract as a hedge and
recognized a gain or loss in current earnings to the extent the contract results had not been offset by the effects of
the price or interest rate changes on the hedged item. If the underlying commodity or interest rate transaction
being hedged by the derivative was disposed of or otherwise terminated, the gain or loss associated with such
derivatives was no longer deferred and was recognized in the period the underlying was eliminated.

On January 1, 2001, the Company adopted the provisions of Statement of Financial Accounting Standards No.
133, “Accounting for Derivative Instruments and Hedging Activities” (Statement 133), amended by Statement
No. 137 and Statement No. 138. Statement 137 delayed the implementation of Statement 133 until fiscal years
beginning after June 15, 2000. Statement 138 amended the accounting and reporting standards of Statement 133
for certain derivative instruments and hedging activities. Statement 138 also amends Statement 133 for decisions
made by the Financial Accounting Standards Board (FASB) relating to the Derivatives Implementation Group
(DIG) process. The FASB DIG is addressing Statement 133 implementation issues, the ultimate resolution of
which may impact the application of Statement 133.

Under Statement 133, entities are required to record all derivative instruments in the balance sheet at fair value.
The accounting for changes in the fair value of a derivative instrument depends on whether it has been designated
and qualifies as part of a hedging relationship and, if so, on the reason for holding it. If certain conditions are
met, entities may elect to designate a derivative instrument as a hedge of exposures to changes in fair values, cash
flows, or foreign currencies. If the hedged exposure is a fair value exposure, the gain or loss on the derivative
instrument is recognized in earnings in the period of change together with the offsetting loss or gain on the hedged
item attributable to the risk being hedged. If the hedged exposure is a cash flow exposure, the effective portion of
the gain or loss on the derivative instrument is reported initially as a component of other comprehensive income
(outside earnings) and subsequently reclassified into earnings when the forecasted transaction affects earnings.
Any amounts excluded from the assessment of hedge effectiveness, as well as the ineffective portion of the hedge,
are reported in earnings immediately.

See Note C of Notes to Consolidated Financial Statements.

Regulated Property - Regulated properties are stated at cost, which includes an allowance for funds used during
construction. The allowance for funds used during construction represents the capitalization of the estimated
average cost of borrowed funds (6.0 percent, 6.9 percent, 6.8 percent, and 7.8 percent, in fiscal years 2001 and
2000, the four months ended December 31, 1999, and the year ended August 31, 1999, respectively) used during
the construction of major projects and is recorded as a credit to interest expense.

Depreciation is calculated using the straight-line method based upon rates prescribed for ratemaking purposes.
The average depreciation rate for property that 1s regulated by the OCC approximated 2.9 percent in fiscal year
2001, 3.0 percent in fiscal year 2000, 4.1 percent in the four months ended December 31, 1999, and 3.8 percent in
the year ended August 31,1999. The average depreciation rates for properties regulated by the KCC, excluding
Mid-Continent Market Center (the Market Center), were approximately 3.4 percent in fiscal year 2001, 3.3
percent in fiscal year 2000, 3.4 percent in the four months ended December 31, 1999, and 3.2 percent in the year
ended August 31, 1999. The average depreciation rates for the Market Center properties were 3.4 percent in
fiscal year 2001, 3.3 percent in fiscal year 2000, 3.1 percent in the four months ended December 31, 1999, and 3.1
percent in the year ended August 31, 1999.
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Maintenance and repairs are charged directly to expense. Generally, the cost of property retired or sold, plus
removal costs, less salvage, is charged to accumulated depreciation. Gains and losses from sales or transfers of
operating units or systems are recognized in income.

Remaining Service
Life Years
Distribution property 22-25 40
Transmission property 18-33 47
Other property 6-24 40

Production Property - The Company uses the successful-efforts methed to account for costs incurred in the
acquisition and development of natural gas and oil reserves. Costs to acquire mineral interests in proved reserves
and to drill and equip development wells are capitalized. Geological and geophysical costs and costs to drill
exploratory wells which do not find proved reserves are expensed. Unproved oil and gas properties, which are
individually significant, are pericdically assessed for impairment. The remaining unproved oil and gas properties
are aggregated and amortized based upon remaining lease terms and exploratory and developmental drilling
experience. Depreciation and depletion are calculated using the unit-of-production method based upon periodic
estimates of proved oil and gas reserves.

QOther Property - Gas processing plants and all other properties are stated at cost. Gas processing plants are
depreciated using varicus rates based on estimated lives of available gas reserves. All other property and
equipment is depreciated using the straight-line method over its estimated useful life.

Goodwill -Goodwill, which represents the excess of purchase price over fair value of net assets acquired, is
amortized over a period of 30 to 40 years. The Company assesses the reccverability of this intangible asset by
determining whether the amortization of the goodwill balance over its remaining life can be recovered through
undiscounted future cperating cash flows of the acquired operation. The amount of goodwill impairment, if any,
is measured based on projected discounted future operating cash flows using a discount rate reflecting the
Company’s average cost of funds. The assessment of the recoverability of gocdwill will be impacted if estimated
future operating cash flows are not achieved.

Environmemntal Expenditures - The Company accrues for losses asscciated with envircnmental remediaticn
obligations when such losses are probable and reasonably estimable. Accruals for estimated losses from
environmental remediation obligations generally are recognized no later than completion of the remedial
feasibility study. Such accruals are adjusted as further information develops or circumstances change.
Recoveries of environmental remediation costs from other parties are recorded as assets when their receipt is
deemed probable.

Revenue Recognitiom - The Company’s Marketing and Trading, Gathering and Processing, Transportation and
Storage, Distribution and Power segments recognize revenue when services are rendered or product is delivered.
Major industrial and commercial gas distribution customers are invoiced as of the end of each month. Certain gas
distribution customers, primarily residential and some commercial, are inveiced on a cycle basis throughout the
month, and the Company accrues unbilled revenues at the end of each month. ONG’s and KGS’s tariff rates for
residential and commercial customers contain a temperature normalization clause that provides for billing
adjustments from actual volumes tc normalized volumes during the winter heating season.

Revenues from the Production segment are recognized on the sales method when oil and gas production volumes
are delivered to the purchaser.
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Imcome Taxes - Deferred income taxes are recognized for the tax consequences of “temporary differences” by
applying enacted statutory tax rates applicable to future years to differences between the financial statement
carrying amounts and the tax bases of existing assets and liabilities. The effect on deferred taxes of a change in
tax rates is deferred and amortized for operations regulated by the CCC and KCC and for all other operations, is
recognized in income in the period that includes the enactment date. The Company continues to amortize
previously deferred investment tax credits over the period prescribed by the OCC and KCC for ratemaking

purposes.

Commeon Stock Options and Awards -The Company follows Statement of Financial Accounting Standards No.
123, “Accounting for Stock-Based Compensation” (Statement 123) which permits, but does not require, a fair
value based method of accounting for stock-based employee compensation. Alternatively, Statement 123 allows
companies to continue applying the provisions of Accounting Principles Board Opinion No. 25, “Accounting for
Stock Issued to Employees” (APB 25), however, such companies are required to disclose pro forma net income
and earnings per share as if the fair value based method had been applied. The Company has elected to continue
to apply the provisions of APB 25 for purposes of computing compensation expense and has provided the pro
forma disclosure provisions of Statement 123 in Note P of Notes to Consclidated Financial Statements.

Earnings Per Common Share - In accordance with a pronouncement of the Financial Accounting Standards
Board’s Staff at the Emerging Issues Task Force meeting in April 2001, codified as EITF Topic No. D-95 (Topic
D-95), the Company revised its computation of earnings per common share (EPS). In accordance with Topic D-
95, the dilutive effect of the Company’s Series A Convertible Preferred Stock is now considered in the
computation of basic EPS, utilizing the “if-converted” method. Under the Company’s “if-converted” method, the
dilutive effect of the Series A Convertible Preferred Stock on EPS cannot be less than the amount that would
result from the application of the “two-class” method of computing EPS. The “two-class” methed is an eamnings
allocation formula that determines EPS for the common stock and the participating Series A Convertibie Preferred
Stock according to dividends declared and participating rights in the undistributed earnings. The Series A
Convertible Preferred Stock is a participating instrument with the Company’s common stock with respect to the
payment of dividends. For all periods presented, the “two-class” method resulted in additional dilution.
Accordingly, EPS for such periods reflects this further dilution. The Company restated the EPS amounts for all
periods to be consistent with the revised methodology. See Note Q of Notes te Consolidated Financial
Statements.

Use of Estimates - Certain amounts included in or affecting the Company’s financial statements and related
disclosures must be estimated, requiring the Company to make certain assumptions with respect to values or
conditions which cannot be known with certainty at the time the financial statements are prepared. Items which
may be estimated include, but are not limited to, the economic useful life of assets, fair value of assets and
liabilities, obligations under employees benefit plans, provisions for uncollectible accounts receivable, unbilied
revenues for gas delivered but for which meters have not been read, gas purchased expense for gas received but
for which no invoice has been received, the results of litigation and varicus other recorded or disclosed amounts.
Accordingly, the reported amounts of the Company’s assets and liabilities, revenues and expenses and related
disclosures are necessarily affected by these estimates.

The Company evaluates these estimates on an ongoing basis using historical experience, consultation with experts
and other methods the Company considers reasonable in the particular circumstances. Nevertheless, actual results
may differ significantly from the estimates. Any effects on the Company’s financial position or results of
operations resulting from revisions to these estimates are recorded in the period in which the facts that give rise to
the revision become known.

Reclassification - Certain amounts in prior period consolidated financial statements have been reclassified to
conform to the 2001 presentation.

75




(B) ACQUISITIONS AND DISPOSITIONS

On April 5, 2000, the Company acquired certain natural gas gathering and processing assets located in Oklahoma,
Kansas and West Texas from Kinder Morgan, Inc. (KMI). The Company also acquired KMI’s marketing and
trading operations, as well as some storage and transmission pipelines in the mid-continent region. The Company
paid approximately $123.5 million for these assets plus working capital of approximately $53 million, which was
subject to adjustment. The working capital adjustment was made in the first quarter 2001, resulting in the
Company receiving approximately $4.0 million. The Company also assumed an operating lease for a processing
plant for which the Company established a liability of approximately $157.7 million for an uneconomic lease
obligation. The Company also assumed some firm capacity lease obligations to unaffiliated parties for which the
Company established a reserve of approximately $220.1 million for out-of-market terms of those obligations. The
acquisition was accounted for as a purchase. The results of operations of this acquisition are included in the
consolidated statement of income subsequent to the purchase date.

The table of unaudited pro forma information set forth below, presents a summary of consolidated results of
operations of the Company as if the acquisition of the businesses acquired from KIMI had occurred at the
beginning of the periods presented. The results do not necessarily reflect the results that would have been
obtained if the acquisition had actually occurred on the dates indicated or the results that may be expected in the
future.

Pro Forma
Years Ended
December 31, August 31,
2000 1999
(Thousands of Dollars, except per share amounts)

Operating revenues $ 7,596,667 3 5,623,102
Net income $ 153,087 $ 107,271
Income available for common shareholders $ 115,987 3 70,024
Earnings Per Share of Common Stock - Dilut § 1.29 3 0.87

In March 2000, the Company completed the sale of its 42.4 percent interest in Indian Basin Gas Processing Plant
and gathering system for $55 million. '

In March 2000, the Company completed the acquisition of assets located in Cklahoma, Kansas, and the Texas
panhandle from Dynegy, Inc. for $305 million in cash, which inciuded a $3 million adjustment for working
capital. The assets include gathering systems, gas processing facilities, and transmission pipelines.

On January 20, 2000, the Board of Directors of the Company voted unanimously to terminate the merger
agreement with Southwest Gas Corporation (Southwest) in accordance with the terms of the merger agreement.
The Company charged $3.7 millicn of ongeing litigation costs to Other income, net for the year ended December
31, 2001. The Company charged $13.7 million of previously deferred transaction and litigation costs to Other
income, net for the year ended December 31, 2000, See Note K of Notes to Consolidated Financial Statements,

In May 1999, the Company acquired the Oklahoma midstream natural gas gathering and processing assets of
Koch Midstream Enterprises (Koch) for $285 million in cash. The assets acquired include eight natural gas
processing plants and approximately 3,250 miles of gathering pipeline connected to 1,460 gas wells in Oklahoma.
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(€) PRICE RISK MANAGEMENT ACTIVITIES AND FINANCIAL INSTRUMENTS

Market risks are monitored by a risk control group which operates independently from the operating segments
that create or actively manage these risk exposures. The risk control group ensures compliance with the
Company’s risk management policies.

Risk Policy and Oversight — The Company controls the scope of risk management, marketing and trading
operations through a comprehensive set of policies and procedures involving senior levels of management. The
Company’s Board of Directors affirms the risk limit parameters with its audit committee having oversight
responsibilities for the policies. A risk oversight committee, comprised of corporate and business segment
officers, oversees all activities related to commodity price, credit and interest rate risk management, marketing
and trading activities. The committee also proposes risk metrics including value-at-risk (VAR) and position loss
limits. The Company has a corporate risk control organization lead by the Vice-President of Risk Control, which
is assigned responsibility for establishing and enforcing the policies, procedures and limits and evaluating the
risks inherent in proposed transactions. Key risk contrel activities include credit review and approval, credit and
performance risk measurement and monitoring, validation of transactions, portfolio valuation, VAR and other risk
metrics.

To the extent open commodity positions exist, fluctuating commodity prices can impact the financial results and
financial position of the Company either favorably or unfavorably. As a result, the Company cannot predict with
precision the impact risk management decisions may have on the business, operating results or financial position.

Trading Activities

The Company’s operating results are impacted by commedity price fluctuations. The Company routinely enters
into derivative financial instruments in order to minimize the risk of commodity price fluctuations related to its
purchase and sale commitments, fuel requirements, transportation and storage contracts and inventories in its
natural gas marketing and trading business.

The Marketing and Trading segment includes the Company’s wholesale and retail natural gas marketing and
trading operations. The Marketing and Trading segment generally attempts to balance its fixed-price physical and
financial purchase and sales commitments in terms of contract volumes and the timing of performance and
delivery obligations. To the extent a net open position exists, fluctuating commodity market prices can impact the
Company’s financial position and results of operations, either favorably or unfavorably. The net open positions
are actively managed and the impact of the changing prices on the Company’s financial condition at a point in
time is not necessarily indicative of the impact of price movements throughout the year.

Fair value - The fair value and the average fair value of derivative financial instruments, purchase and sale
commitments, fuel requirements, transportation and storage contracts and inventories related to trading price risk
management activities held during 2001 and 2000 are set forth as follows:

Fair Value Average Fair Value (a)
December31, 2001 December 31, 2001
Assets Liabilities Assets Liabilities
(Thousands of Dollars)
Energy commodities $1,039611 § 854,219 § 1,094,946 § 975,359

(a) Computed using the ending balance at the end of each quarter.
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Fair Value Average Fair Value (a)

December 31, 2000 December 31, 2000
Assets Liabilities Assets Liabilities
(Thousands of Dollars)
Energy commodities $1,822034 § 1839319 $ 1254446 3 1,394,605

(=) Computed using the ending balance at the end of each quarter.

The Company did not hold any other commodity type contracts for trading price risk management purposes at
December 31, 2001.

Notional value - The notional contractual quantities associated with trading price risk management activities are
set forth as follows:

Volumes Volumes

Purchased Sold
December 31, 2001:
Natural gas options (Bef) 118.3 107.7
Crude ofl options (MBbis) 5.6 5.4
Natural gas swaps (Bef) 1,917.9 1,898.4
Crude oil swaps (MBbls) - 6.0
Natural gas futures (Bef) 159.9 220.7
Crude ofl futures (MBbls) 19.9 69.8
December 31, 2000:
Natural gas options (Bcf) 75.3 65.7
Crude oil options (MBbls) - -
Natural gas swaps (Bcf) 683.6 733.8
Crude oil swaps (MBbis) - -
Natural gas futures (Bcf) 114.3 112.7
Crude oil futures (MBbls) - -

Notional amounts reflect the volume and indicated activity of transactions but do not represent the amounts
exchanged by the parties or cash requirements associated with these financial instruments. Accordingly, noticnal
amounts do not accurately measure the Company’s exposure to market or credit risk.

Credit Risk — In conjunction with the market valuation of its energy commeodity contracts, the Company provides
reserves for risks associated with its contract commitments, including credit risk. Credit risk relates to the risk of
loss that the Company would incur as a result of nonperformance by counterparties pursuant to the terms of their
contractual obligations. The Company maintains credit policies with regard to its counterparties that management
believes significantly minimize overall credit risk. These policies include an evaluation of potential
counterparties’ financial condition (including credit ratings), collateral requirements under certain circumstances
and the use of standardized agreements which allow for netting of positive and negative exposures associated with
a single counterparty.

Counterparties in its trading portfolio consist primarily of financial institutions, major energy companies, and
local distribution companies. This concentraticn of counterparties may impact the Company’s overall exposure to
credit risk, either positively or negatively in that the counterparties may be similarly affected by changes in
economic, regulatory or other conditions. Based on the Company’s policies, its exposures and its credit and other
reserves, the Company does not anticipate a material adverse effect on financial position or results of operations
as a result of counterparty nonperformance.
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Non-Trading Activities

Financial instruments are also utilized for non-trading purposes to hedge naturai gas and crude oil preduction
anticipated sales, fuel requirements and inventories in its natural gas liquids business to hedge the impact of fair
value fluctuations. The Company is subject to the risk of fluctuation in interest rates in the normal course of
business. The Company manages interest rate risk through the use of fixed rate debt, floating rate debt and, at
times, interest rate swaps.

Operating margins associated with the Gathering and Processing segment’s natural gas gathering, processing and
fractionation activities are sensitive to changes in natural gas liquids prices, principally as a result of contractual
terms under which natural gas is processed and products are sold and the availability of inlet volumes. Also,
certain processing plant assets are impacted by changes in, and the relationship between, natural gas and natural
gas liquids prices, which, in turn influences the volumes of gas processed.

In 2000, the Company entered into derivative instruments related to the production of natural gas, most of which
expired in 2001. These derivative instruments were designed as cash flow hedges to hedge the Production
segment’s exposure to changes in the price of natural gas. Changes in the fair value of the derivative instruments
are reflected initially in other comprehensive income (loss) and subsequently realized in earnings when the
forecasted transaction affects earnings. The Company recorded a cumulative effect charge of $2.2 million, net of
tax, in the income statement and $28 million, net of tax, in accumulated other comprehensive loss to recognize at
fair value the ineffective and effective portions, respectively, of the losses on all derivative instruments that are
designated as cash flow hedging instruments, which primarily consisted of costless option collars and swaps on
natural gas production.

The Company recognized $3.5 million in earnings, representing the ineffective portion of the cash flow hedges
for the year ended December 31, 2001. The Company realized an $18.4 million loss in earnings that was
reclassified from accumulated other comprehensive loss resulting from the settlement of contracts when the
natural gas was scld. These gains and losses are reported in Operating Revenues. Other comprehensive income
of $1.8 million at December 31, 2001 includes approximately $1.3 million related to a cash flow hedge for 2002
production, which will be realized within the next year when the financial transactions affect earnings.

In July 2001, the Company entered into interest rate swaps, which were designated fair value hedges, on a total of
$400 million in fixed rate long-term debt. The interest rate under these swaps resets periodically based on the
three-month LIBOR or the six-month LIBOR at the reset date. In October 2001, the Company entered into an
agreement to lock in the interest rates for each reset period under the swap agreements through the first quarter of
2003. In December 2001, the Company entered intc interest rate swaps, which were designated fair value hedges,
on a total of $200 million in fixed rate long-term debt. The Company recorded a $7.4 million net increase in
price risk management assets and liabilities to recognize the interest rate swaps at fair value. Long-term debt was
also increased to recognize the change in fair value of the related hedged liability. See Note I of Notes to
Consolidated Financial Statements

Fair value - The following table represents the estimated fair values of derivative instruments related to the
Company’s non-trading price risk management activities. The fair value is the carrying value for these
instruments at December 31,2001 and they have no carrying value at December 31, 2000 and August 31, 1999.
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Approximate

Fair Value

(Thousands of Dollars)
December 31, 2001
Natural gas commodities - cash flow hedges $ 1,249
Interest rate swaps - fair value hedges $ 7,379
Natural gas commodities - other $ (3,957)
December 31, 2000
Natural gas commodities $  (41,623)
August 31, 1999
Natural gas commodities $ (11,540)

Notional value - The Company was a party to natural gas commedity derivative instruments including swaps and
options covering 19.0 Bef and 32.9 Bef of natural gas for December 31, 2001 and 2000, respectively.

The Company utilized derivative contracts to mitigate its risk associated with weather for the month of November
2000 to reduce the impact of degree day deviations from normal weather. The Company did not have any
weather hedges in place at December 31, 2001 and 2000.

Credit Risk — The Company maintains credit policies with regard te its counterparties that management believes
significantly minimize overall credit risk. These policies include an evaluation of potential counterparties’
financial condition (including credit ratings), collateral requirements under certain circumstances and the use of
standardized agreements which allow for netting of positive and negative exposures associated with a single
counterparty.

The counterparties to the non-trading instruments include large integrated energy companies. Accordingly, the
Company does not anticipate a material adverse effect on financial position or results of operations as a result of
counterparty nonperformance.

Financial Instruments
The following table represents the carrying amounts and estimated fair values of the Company’s financial

instruments, excluding trading activities, which are marked to market, and non-trading commodity instruments,
which are listed in the table above.

Approximate
Book Value Fzgir Value
(Thowusands of Dollars)
December 31, 2001
Cash and cash equivalents $ 28,229 $ 28,229
Accounts and notes receivable $ 677,796 s 677,756
Notes payable $ 599,106 $ 599,106
Long-term debt $ 1,751,539 $ 1,773,798
Approximate
Book Value Fair Value
(Thousands of Dollars)
December 31, 2000
Cash and cash equivalents $ 249 $ 249
Accounts and notes receivable $ 1,627,714 $ 1,627,714
Notes payable $ 824,106 3 824,106
Long-term debt $ 1,350,689 $ 1,302,104
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Approximate

Book Value Fair Value
(Thousands of Dollars)
December 31,1999
Cash and cash equivalents $ 72 $ 72
Accounts and notes receivable $ 371,313 $ 371,313
Notes payable $ 462,242 $ 462,242
Long-term debt $ 800,731 3 753,298

The fair value of cash and cash equivalents, accounts and notes receivable and notes payable approximate book
value due to their short term nature. The estimated fair value of long-term debt has been determined using quoted
market prices of the same or similar issues, discounted cash flows, and/or rates currently available to the
Company for debt with similar terms and remaining maturities.

@) COMPREHENSIVE INCOME
The table below gives an overview of Other comprehensive income at December 31, 2001, which includes the

cumulative effect of a change in accounting principle due to the adoption of Statement 133, realized and
unrealized gains and losses on derivative instruments and an adjustment to the Company’s pension liability.

Year Ended
December 31, 2001
(Thousands of Dollars)

Net income $ 101,365
Other comprehensive income (loss):

Cumulative effect of 2 change in accounting principle 3 (45,556)

Unrealized gains on derivative instruments 28,491

Realized losses in net income 18,383

Minimum pension liability adjustment (4,252)

Other comprehensive loss before taxes (2,934)

Income tax benefit on other comprehensive loss 1,154
Other comprehensive loss $ (1,780)
Comprehensive income $ 99,785
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E) REGULATORY ASSETS
The table presents a summary of regulatory assets, net of amortization, at December 31, 2001, 2000 and 1999.

December 31, December 31, December 31

2001 2000 1999
(Thousands of Dollars)

Recoupable take-or-pay $ 75,336 $ 79324 $ 84,343
Pension costs 11,124 15,306 19,487
Postretirement costs other than pension 60,170 61,069 62,207
Transition costs 21,598 22,199 22,746
Reacquired debt costs 22,351 23,209 24,068
Income taxes 28,365 30,727 23,337
QOther 13,576 6,771 11,298

Regulatory assets, net $ 232,520 $ 238,605 $247,486

The remaining recovery period for these assets that the Company is not earning a return on is set forth in the table
below.

Remaining Recovery

December 31, 2001 Period
(Thousands of Dollars) (Months)
Postretirement costs other than
pension — Okizhoma $7,876 141
Income taxes — Cklahoma $9,374 114-130
Transition costs $21,598 431

The OCC directed ONG to assume responsibility for, and ownership of, customer service lines and has authorized
the Company to defer as regulatory assets the depreciation and operation and maintenance expenses incuired in
connection with this plan. The recovery methodology, amount, and calculation of these deferrals will be
addressed in ONG’s next rate case filing. Through December 2001, the Company has deferred approximately
$801,000 associated with this Commission directive. These deferred costs are included in the caption “Other” in
the above table of regulatory assets.

The OCC has authorized ONG to defer the incremental costs associated with a five-year cathodic protection
program to be impiemented to comply with the OCC’s Pipeline Safety Department inspection reports. The
recovery methodology and amount of these deferred expenses will be addressed in ONG’s next rate case filing.
Through December 2001, the Company has deferred approximately $1.9 million associated with this program.
These deferred costs are included in the capticn “Other” in the above table of regulatory assets.

The OCC has authorized recovery of the take-cr-pay settlement, pensicn and postretirement benefit costs over a
10 to 20 year period. KGS has been deferring and recording postretirement benefits in excess of pay-as-you-go as
a regulatory asset as authorized by the KCC. See Note J of Notes to Consclidated Financial Statements.

The KCC has ailowed certain transition costs tc be amortized and recovered in rates over a 40-year period with no
rate of return on the unrecovered balance. Management believes that all transition costs recorded as a regulatory
asset will be recovered through rates based on the accounting orders received and regulatory precedents
established by the KCC.

The Company amortizes reacquired debt costs, which includes unamortized debt costs, in accordance with the
accounting rules prescribed by the OCC and KCC. These costs have been included in recent rate filings with the
OCC and will be included in future rate filings with the KCC as a component of interest.
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In accordance with various rate orders received from the KCC and the OCC, KGS has not yet collected through
rates the amounts necessary to pay a significant portion of the net deferred income tax liabilities. As management
believes it is probable that the net future increases in income taxes payable will be recovered from customers, it
has recorded a regulatory asset for these amounts.

Recovery through rates resulted in amortization of regulatory assets of approximately $11.3 million and $10.6
million for the years ended December 31, 2001 and 2000, respectively, $3.1 million for the four months ended
December 31, 1999, and $13.7 million for the year ended August 31, 1999.

@) CAPITAL STOCK

The Company has approximately 176 million shares of authorized and unreserved common stock available for
issue. The Company issued Series A Convertible Preferred Stock, par value $0.01 per share, at the time of the
November 1997 transaction with Western Resources, Inc. The holders of Series A Convertibie Preferred Stock
are entitled to receive a dividend payment, with respect to each dividend period of the common stock, equal to 3.0
times the dividend amount declared in respect of each share of common stock for the first five years of the
agreement. In November 2002, the rate is reduced to 2.5 times the dividend amount declared in respect of each
share of common stock, and at no time will the dividend be less than $1.80 per share on an aggregate annual
basis. The dividend muitiple has been adjusted to reflect the two-for-one common stock split described below.

The terms of Series B Convertible Preferred Stock were the same as Series A Convertible Preferred Stock, except
that the dividend amount was equal to the greater of 2.5 times the common stock dividend, and at no time will the
dividend be less than $1.50 per share on an aggregate annual basis during the first five years after the agreement
and not less than $1.80 on an aggregate annual basis thereafter. In 1999, the Company acquired and canceled all
of the Series B Convertible Preferred Stock it had issued in 1998 and 1999.

Series C Preferred Stock is designed to protect ONEOK, Inc. shareholders from coercive or unfair takeover
tactics. Holders of Series C Preferred Stock are entitled to receive, in preference to the holders of ONEOK
common stock, quarterly dividends in an amount per share equal to the greater of $0.50 or subject to adjustment,
100 times the aggregate per share amount of ali cash dividends, and 100 times the aggregate per share amount
(payabile in kind) of all non-cash dividends. No Series C Preferred Stock has been issued.

The Series A Convertible Preferred Stock is convertible, subject to certain restrictions, at the option of the holder,
into ONECK, Inc., Common Stock at the rate of two shares for each share of Series A Convertible Preferred
Stock.

On January 18, 2001, the Company’s Board of Directors approved, and on May 17, 2001, the shareholders of the
Company voted in favor of, a two-for-one common stock split, which was effected through the issuance of cne
additional share of common stock for each share of common stock outstanding to holders of record on May 23,
2001, with distribution of the shares on June 11, 2001. The Company retained the current par value of $0.01 per
share for all shares of common stock. Shareholders’ equity reflects the stock split by reclassifying from Paid in
Capital to Common Stock an amount equal to the cumulative par value of the additional shares issued to effect the
split. All share and per share amounts contained herein for all periods reflect this stock split. Outstanding
convertible preferred stock is assumed to convert to common stock on a two-for-one basis in the calculations of
earnings per share.

During 2001, the Company began a second stock buyback plan for up to 10 percent of its capital stock. The
program authorizes the Company to make purchases of its common stock on the open market with the timing and
terms of purchases and the number of shares purchased to be determined by management based on market
conditions and other factors. Through December 31, 2001, no shares have been purchased under this plan. The
purchased shares are held in treasury and available for general corporate purposes, funding of stock-based
compensation plans, resale at a future date, or retirement. Purchases are financed with short-term debt or are
made from available funds.
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During 1999, the Company initiated a stock buyback plan for up to 15 percent of its capital stock. The program
authorized the Company to make purchases of its common stock on the open market with the timing and terms of
purchases and the number of shares purchased tc be determined by management based on market conditions and
other factors. This plan was terminated in April 2001. Through April 30, 2001, the shares purchased under this
plan totaled 5.1 million, which has been adjusted for the two-for-one stock split. The purchased shares are held in
treasury and available for general corporate purposes, funding of stock-based compensation plans, resale at a
future date, or retirement. Purchases were financed with shori-term debt or were made from available funds. This
plan expired in 2001.

The Board of Directors has reserved 12.0 million shares of ONECK, Inc.’s common stock for the Direct Stock
Purchase and Dividend Reinvestment Plan, of which 424,000 shares were issued in fiscal year 2001, 190,000
shares were issued in fiscal year 2000, 56,000 shares were issued in the four months ended December 31, 1999,
and 254,000 shares were issued in the year ended August 31, 1999. In January 2001, the Company amended and
restated, in entirety, the existing Direct Stock Purchase and Dividend Reinvestment Plan. The Company has
reserved approximately 13.2 million shares for the Thrift Plan for Employees of ONECK, Inc. and Subsidiaries
less the number of shares issued to date under this plan.

Under the most restrictive covenants of the Company’s loan agreements, $226.6 million (54.5 percent) of retained
earnings were available to pay dividends at December 31, 2001.

(&) PAID IN CAPITAL

Paid in capital was $338.1 million, $331.5 million and $330.8 million for common stock at December 31, 2001,
2000 and 1999, respectively. Paid in capital for convertible preferred stock was $564.2 million at December 31,
2001, 2000 and 1999.

(ED) LINES OF CREDIT AND SHORT-TERM NOTES PAYABLE

Commercial paper and short-term notes payable totaling $599.1 million, of which $275.0 million was used to
purchase natural gas that was injected into storage, was outstanding at December 31, 2001. Commercial paper
and short-term notes payable totaling $824.1 million and $462.2 million were cutstanding at December 31, 2000
and 1999, respectively. The commercial paper and notes carried average interest rates of 4.25 percent, 6.53
percent, and 6.47 percent at December 31, 2001, 2000 and 1999, respectively. The Company has a $850 million
short-term unsecured revelving credit facility, which provides a back-up line of credit for commercial paper in
addition to providing short-term funds. Interest rates and facility fees are based on prevailing market rates and the
Company’s credit ratings. No amounts were outstanding under the line of credit and no compensating balance
requirements existed at December 31, 2001. Maximum short-term debt from all sources as approved by the
Company’s Board of Directors is $1.2 billion.

) LONG-TERM DEBT

The aggregate maturities of long-term debt outstanding at December 31, 2001, are $250 million; $10 million; $50
million; $360 million; and $310 million for 2002 through 2006, respectively, including $6 million, which is
callable at the option of the holder in each of those years. All long-term notes payable at December 31, 2001, are
unsecured.

In 2001, the Company issued a $400 million note at a rate of 7.125%. The proceeds from the note were used to
refinance shori-term debt. The Company issued $240 million of two-year floating rate notes in Aprii 2000. The
interest rate for these notes resets quarterly at a 0.65 percent spread over the three month London InterBank
Offered Rate (LIBOR). The proceeds from the notes were used to fund acquisitions. In March 2000, the
Company issued $35C million of five year, 7.75 percent, fixed rate notes tc refinance short-term debt and finance
acquisitions.
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The Company is subject to the risk of fluctuation in interest rates in the normal course of business. The Company
manages interest rate risk through the use of fixed rate debt, floating rate debt and, at times, interest rate swaps.
In July 2001, the Company entered into interest rate swaps on a total of $400 million in fixed rate long-term debt.
The interest rate under these swaps resets periodically based on the three-month LIBOR or the six-month LIBOR
at the reset date. In October 2001, the Company entered into an agreement to lock in the interest rates for each
reset period under the swap agreements through the first quarter of 2003. In December 2001, the Company
entered into interest rate swaps on a total of $200 million in fixed rate long-term debt. The Company recorded a
$7.4 million net increase in price risk management assets to recognize at fair value its derivatives that are
designated as fair value hedging instruments. Long-term debt was increased by approximately $7.4 million to
recognize the change in fair value of the related hedged liability. The swaps generated $5.3 million of interest rate
savings during 2001. See further discussion of interest rate risk in Note C of Notes to the Consolidated Financial
Statements.
December 31, December 31, December 31,

2001 2000 1999
{(Thousands of Dollars)
Long-term Notes Payable
6.43% due 2000 S - 8 - 3 5,000
7.25% due 2001 - 767 1,535
3.95% due 2002 240,000 240,000 -
8.44% due 2004 40,000 40,000 40,000
7.75% due 2005 350,000 350,000 -
7.75% due 2006 300,000 300,000 300,000
8.32% due 2007 24,000 28,000 32,000
6.00% due 2009 100,800 100,000 100,000
7.125% due 2011 400,000 - -
6.40% due 2019 94,913 96,502 99,308
9.70% due 2019 - - 8,826
9.75% due 2020 - - 15,305
6.50% due 2028 93,880 95,420 98,757
6.875% due 2028 100,000 100,000 100,000
Total Long-term Notes Payable 1,742,793 1,350,689 800,731
Change in fair value of hedged debt 7,379 - -
Other long-term debt 1,367 - -
Unamortized debt discount 3,527 3,840 3,890
Current maturities 250,000 10,767 21,767
Long-term debt $ 1,498,012 § 1,336,082 § 775,074

@ EMPLOYEE BENEFIT PLANS

Retirement Plams - The Company has defined benefit and defined contribution retirement plans covering
substantially all employees. Company officers and certain key employees are also eligible to participate in
supplemental retirement plans. The Company generally funds pension costs at a level equal to the minimum
amount required under the Employee Retirement Income Security Act of 1974.

Other Postretirement Benefit Plans - The Company sponsors welfare care plans that provide postretirement
medical benefits and life insurance benefits to substantially all employees who retire under the Retirement Plans
with at least five years of service. Non-bargaining unit employees retiring between the ages of 50 and 55 have
access to the Company provided medical benefits. Non-bargaining unit employees retiring at age 55 or clder are
eligible for both the Company provided medical and life insurance benefits. The plans are contributory, with
retiree contributions adjusted periodically, and contain other cost-sharing features such as deductibles and
coinsurance.
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The Company elected to delay recognition of the accumulated postretirement benefit obligation (APBO) and
amortize it over 20 years as a component of net periodic postretirement benefit cost.

The following tables set forth the Company’s pension and other postretirement benefit plans benefit obligations,

fair value of plan assets, and funded status at December 31, 2001, 2000 and 1999.

Pension Benefits Postretirement Benefits
December 31, December 31,
2001 2000 1999 2001 2000 1999
(Thousands of Dollars)

Change in Benefit Obligation
Benefit obligation, beginning of period 481,879 $ 495061 § 504,865 S 136,157 $ 146,589 § 160,371
Service cost 9,751 9,365 2,829 3,074 3,566 1,297
Interest cost 36,188 34,806 11,431 10,195 10,312 3,636
Participant contributions - - - 1,476 1,173 334
Plan amendments - - - - (1,816) (10,893)
Actuarial (gain)/loss 21,504 (25,965) (13,973) 13,626 (5,228) (4,786)
Benefits paid (33,226) (31,388) (10,091) (9,969) (12,439) (3,370)
Benefit obligation, end of period 516096  § 481,879 § 495,061 $ 154,559 $ 136,157 $ 146,589
Change in Plan Assets
Fair value of assets, beginning of period 747,635 $ 640,330 $ 660,386 $ 24,110 $ 17,837 § 17,500
Actual return on assets (128,527) 137,791 (10,198) 374 1,941 (674)
Employer contributions 1,407 902 233 3,263 4,332 1,011
Benefits paid (33,226) (31,388) (10,091) - - -
Fair value of assets, end of pericd 587,289 $ 747,635 $§ 640,330 S 27,747 $ 24110 $ 17837
Funded status - over(under) 71,193 $ 265756 $ 145269 $ (126,812) § (112,048) $ (128,752)
Unrecognized net asset (1,248) (1,715) (2,182) - - -
Unrecognized transition obligation - - - 22,903 24,758 34332
Unrecognized prior service cost 6,112 6,934 7,756 - - 877
Unrecognized net (gain)loss 27,177 (188,392) (79,969) 25,976 9,689 16,356
Activity subsequent to measurement date - - - 586 (793) (998)
{Accrued)prepaid pension cost 103,234 3 82,583 § 70,874 $  (77,347) $ (78,394) $§ (78,185)
Actuarial Assumptions
Discount rate 7.35% 7.75% 7.25% 7.35% 7.75% 7.25%
Expected rate of retumn 9.85% 9.25% 9.25% 9.85% 9.25% 9.25%
Compensation increase rate 4.50% 4.50% 4.50% 4.50% 4.50% 4.50%
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Pension Bemefits

Year Year Four Months Year
Ended Ended Ended Ended
December 31, December 31, December 31, August 31,
2001 2000 1999 1999
Components of Net Periodic Benefit Cost
Service cost $ 9,751 $ 9,365 $ 2,829 $ 9,282
Interest cost 36,188 34,806 11,431 32,832
Expected return on assets (61,161) (55,566) (17,581 (46,846)
Amortization of unrecognized net asset at adoption (467) (467) (156) (467)
Amortization of unrecognized prior service cost 822 822 274 177
Amortization of (gain)/loss 4,377y 233 92 786
Net periodic benefit cost 3 (19,244)  $ (16,807  §$ (111}  §  (4,236)
Postretirement Benefits
Year Year Four Months Year
Ended Ended Ended Ended
December 31, December 31, December 31, August 31,
2001 2000 1999 1999
Components of Net Periodic Benefit Cost
Service cost $ 3,074 $ 3,566 $ 1,297 $ 4,036
Interest cost 10,195 10,312 3,636 10,055
Expected return on assets (2,364) (1,792) (616) (1,325)
Amortization of unrecognized net transition obligation
at adoption 1,954 2,512 1,025 3,235
Amortization of unrecognized prior service cost - - 66 -
Amortization of loss 234 430 154 688
Net periodic benefit cost $ 13,093 3 15,028 3 5,562 $ 16,689

For measurement purposes, a 6.10 percent annual rate of increase in the per capita cost of covered medical
benefits (i.e., medical cost trend rate) was assumed for 2001. The rate was assumed to decrease gradually to 5
percent by the year 2003 and remain at that level thereafter. The medical cost trend rate assumption has a
significant effect on the amounts reported. For example, increasing the assumed medical cost trend by one
percentage point in each year would increase the accumulated postretirement benefit obligation as of December
31, 2001, by $12.3 million and the aggregate of the service and interest cost components of net periodic
postretirement benefit cost for the year ended December 31, 2001, by $1.3 million. Decreasing the assumed
medical cost trend by one percentage point in each year would decrease the accumulated postretirement benefit
obligation as of December 31, 2001, by $10.3 million and the aggregate of the service and interest cost
components of net periodic postretirement benefit cost for the year ended December 31, 2001, by $1 millicn.

Employee Thrift Plam - The Company has a Thrift Plan covering substantially all employees. Employee
contributions are discretionary. Subject to certain limits, employee contributions are matched by the Company.
The cost of the plan was $8.8 million and $6.7 million in fiscal years 2001 and 2000, respectively; $2.3 million
for the four months ended December 31, 1999; and $6.3 million for the year ended August 31, 1999.

Postemploymemnt Benefits - The Company pays postemployment benefits to former or inactive employees after
employment but before normal retirement in compliance with specific separation agreements.

Regulatory Treatment - The OCC has approved the recovery of ONG pension costs and other postretirement
benefit costs through rates. The costs recovered through rates are based on current funding requirements and the
net periodic postretirement benefit cost for pension and postretirement costs, respectively. Differences, if any,
between the expense and the amount ordered through rates are charged to earnings.
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Prior to the acquisition of the assets regulated by the KCC in fiscal 1998, Western had established a corporate-
owned life insurance (“COLI”) program which it believed in the long term would offset the expenses of its
postretirement and postemployment benefit plans. Accordingly, the KCC issued an order permitting the deferral
of postretirement and postemployment benefit expenses in excess of amounts recognized on a pay-as-ycu-go
basis. The Company did not acquire the COLI program. In connection with the KCC’s approval of the
acquisition, the KCC granted the Company the benefit of all previous accounting orders issued to Western and
requested that the Company submit a plan of recovery either through a general rate increase or through specific
cost savings or revenue increases. Based on regulatory precedents established by the KCC and the accounting
order, which permits the Company to seek recovery through rates, management believes that it is probable that
accrued postretirement and postemployment benefits can be recovered in rates. The Company plans to file for
recovery of these costs when the rate moratorium expires and anticipates that recovery will be allowed over a
period not to exceed approximately 10 years. If these costs cannot be recovered in rates charged to customers, the
Company would be required to record a one-time charge to expense for the regulatory asset established for
postretirement and postemployment benefit costs totaling approximately $52.3 million at December 31, 2001.

X COMMITMENTS AND CONTINGENCIES

Leases - The initial term of the Company’s headquarters building, ONEOK Plaza, is for 25 years, expiring in
2009, with six five-year renewal options. At the end of the initial term or any renewal period, the Company can
purchase the property at its fair market value. Annual rent expense for the lease will be approximately $6.8
million until 2009. Rent payments were $9.3 million in fiscal years 2001 and 2000, $2.9 million for the four
months ended December 31, 1999, and $5.8 million for the year ended August 31,1999. Estimated future
minimum rental payments for the lease are $9.3 million for each of the years ending December 31, 2002 through
2009.

The Company has the right to sublet excess office space in ONEOK Plaza. The Company received rental revenue
of $3.5 millicn in fiscal years 2001 and 2000, $1.0 million for the four months ended December 31, 1999, and
$2.8 million for the year ended August 31,1999, for varicus subieases. Estimated minimum future rental
payments to be received under existing contracts for subleases are $3.2 million in 2002, $2.7 million in 2003, $2.1
million in 2004, $1.3 million in 2005, $1.2 million in 2006 and a total of $0.7 million thereafier.

Other operating leases include a gas processing plant, office buildings, and equipment. Future minimum lease
payments under non-cancelable operating leases (with initial or remaining lease terms in excess of one year) as of
December 31, 2001 are $33.0 million in 2002, $25.1 million in 2003, $24.6 million in 2004, $27.4 milliocn in
2005 and $40.7 million in 2006. The above amounts include the following minimum lease payments relating to
the lease of a gas processing plant: $21.3 million in 2002, $16.2 million in 2003, $20.9 million in 2004, $24.2
million in 2005 and $37.7 million in 2006. The Company has a liability for uneconomic lease terms relating to
the gas processing plant. Accordingly, the liability is amortized to rent expense in the amount of $13.0 million per
year over the term of the lease.

Enron - Certain of the financial instruments discussed previously in Note C of the Notes to the Consolidated
Financial Statements have Enron North America as the counterparty. Enron Corporation and various subsidiaries,
including Enron North America (Enron), filed for protection from creditors under Chapter 11 of the United States
Bankruptcy Code on December 3, 2001. The Company has provided an allowance for forward financial positions
and also established an allowance for uncollectible accounts relating to previously settled financial and physical
positions with Enron at December 31, 2001. The Company estimates its claim against Enron to be approximately
$74 million. The ultimate resolution of any claims ONEOCK may have against Enron cannot be determined at this
time.
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The filing of the voluntary bankruptcy proceeding by Enron created a possible technical default related to various
financing leases tied to the Company’s Bushton gas processing plant in south central Kansas. The Company
acquired the Bushton gas processing plant and related leases from KMI in April 2000. KMI had previously
acquired the plant and leases from Enron. Enron is one of three guarantors of these Bushton plant leases;
however, the Company is the primary guarantor. In January 2002, the company was granted a waiver on the
possible technical default related to these leases. The Company will continue to make all payments due under
these leases. ’

Southwest Gas Corporation — In connecticn with the now terminated proposed acquisition of Southwest Gas
Corporation (Southwest), the Company is party to various lawsuits. The Company and certain of its officers, as
well as Southwest and certain of its officers, and others have been named as defendants in a lawsuit brought by
Southern Union Company (Southern Union). The Southern Union allegations include, but are not limited to,
Racketeer Influenced and Corrupt Organizations Act violations and improper interference in a contractual
relationship between Southwest and Southern Union. The original claim asked for $750 million damages to be
trebled for racketeering and unlawful violations, compensatory damages of not less than $750 million and
rescission of the Confidentiality and Standstill Agreement.

On June 29, 2001, the Company filed Motions for Summary Judgment. On September 26, 2001, the Court entered
an order that, among other things, denied the Motions for Summary Judgment by the Company on Southemn
Union’s claim for tortious interference with a prospective relationship with Southwest; however, the Court’s
ruling limited any recovery by Southern Union to out-of-pocket damages and punitive damages. The Company
expects to file a Motion for Summary Judgment seeking a dismissal of this single remaining claim and for
punitive damages. Based on discovery at this point, the Company believes that Southern Union’s out-of-pocket
damages potentially recoverable at trial, exclusive of legal fees and expenses, are less than $1.0 millien.

Southwest filed a lawsuit against the Company and Southern Union alleging, among other things, fraud and
breach of contract. Southwest is seeking damages in excess of $75,000. In an order dated January 4, 2002, the
Court denied Scuthwest’s Motion for Partial Summary Judgment in its favor on its claims against the Company,
granted in part the Company’s Motion for Summary Judgment against Southwest, and denied the Company’s
Motion for Summary Judgment in part with respect to Southwest’s claims for fraud in the inducement and fraud.
Based on discovery at this point, the Company believes that Scuthwest’s actual damages potentially recoverable
at trial, exclusive of legal fees and expenses, are less than $5.5 million.

The lawsuits described above have been consclidated for purposes of trial. The Court has entered an order setting
the cases for jury trial on Octcber 15, 2002.

Two substantially identical derivative actions were filed by shareholders against members of the Board of
Directors of the Company for alleged viclation of their fiduciary duties to the Company by causing or allowing
the Company to engage in certain fraudulent and improper schemes related to the planned merger with Southwest
for alleged waste of corporate assets. These two cases were consolidated into one case. Such conduct allegedly
caused the Company to be sued by both Southwest and Southern Union, which exposed the Company to millions
of dollars in liabilities. The plaintiffs seek an award of compensatory and punitive damages and costs,
disbursements and reasonable attorney fees. The Company and its Independent Directors and officers named as
defendants filed Motions to Dismiss the action for failure of the plaintiffs to make a pre-suit demand on the
Company’s Board of Directors. In addition, the Independent Directors and certain officers filed Motions to
Dismiss the actions for failure to state a claim. On February 26, 2001, the action was stayed until one of the
parties notifies the Court that a dissolution of the stay is requested.

Except as set forth above, the Company is unable to estimate the possible loss, if any, associated with these
matters. If substantial damage were ultimately awarded, it could have a material adverse effect on the Company’s
results of operations, cash flows and financial position. The Company is defending itself vigerously against all
claims asserted by Southern Union and Southwest and all other matters relating to the now terminated proposed
acquisition of Scuthwest.
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Envirommental - The Company has 12 manufactured gas sites iocated in Kansas, which may contain potentially
harmful materials that are classified as hazardous materiai. Hazardous materials are subject to control or
remediation under various environmental laws and regulations. A consent agreement with the KDHE presently
governs all future work at these sites. The terms of the consent agreement allow the Company to investigate these
sites and set remediation priorities based upon the results of the investigations and risk analysis. The prioritized
sites will be investigated over a period of time as negotiated with the KDHE. Through December 31, 2001, the
costs of the investigations and risk analysis related to these manufactured gas sites have been immaterial.
Although remedial investigation and interim clean-up has begun on four sites, limited information is available
about the sites. Management’s best estimate of the cost of remediation ranges from $100,000 to $10 million per
site based on a limited comparison of costs incurred to remediate comparable sites. These estimates do not give
effect to potential insurance recoveries, recoveries through rates or from unaffiliated parties. The KCC has
permitted others to recover remediation costs through rates. It should be noted that additional information and
testing could result in costs significantly below or in excess of the amounts estimated above. To the extent that
such remediation costs are not recovered, the costs could be material to the Company’s results of operations and
cash flows depending on the remediation done and number of years cver which the remediation is completed.

In January 2001, the Yaggy storage facility, located in Hutchison, Kansas, was idled following natural gas
explosions and eruptions of natural gas geysers. There are no known long-term environmental effects from the
Yaggy storage facility, however, the Company continues tc perform tests in cooperation with the KDHE.

Other - The OCC staff filed an application on February 1, 2001 to review the gas procurement practices of ONG
in acquiring its gas supply for the 2000/2001 heating season to determine if they were consistent with least cost
procurement practices and whether the Company’s decisions resulted in fair, just and reascnable costs being
borne by its customers. In a hearing on October 31, 2001, the OCC issued an oral ruling that ONG not be aliowed
to recover the balance in the Company’s unrecovered purchased gas cost (UPGC) account related to the
unrecovered gas costs from the 2000/2001 winter effective with the first billing cycle for the month following the
issuance of a final order. A final order, which was issued on November 20, 2001, halted the recovery process
effective December 1, 2001. On December 12, 2001, the OCC approved a request to stay the order and will allow
ONG to commence collecting gas charges, subject to refund should the Company ultimately lose the case. The
stay will be in effect while the matter is before the Oklahoma Supreme Court. Although the Company believes
that decisions made by the Company were prudent based upon the facts and circumstances existing at the time the
decisions were made, which is the standard applicabie to the Proceeding as stated by the OCC, the Company has
taken a charge of $34.6 million in the fourth quarter of 2001 as a result of this order. This charge is recorded as
an increase in gas purchase expense in the Distribution segment. The Company will continue to assert its iegal
rights and is hopeful that a resclution of this issue can be negotiated.

Two separate class action lawsuits have been filed against the Company in connection with the natural gas
explosions and eruptions of natural gas geysers that occurred in Hutchinson, Kansas in January 2001. Although
no assurances can be given, management believes that the ultimate resolution of these matters will not have a
material adverse effect on its financial position or results of operations. ONECK and its subsidiaries are being
represented by their insurance carrier in these cases. The Company is vigorously defending itself against all
claims.

In April 1998, an application filed with the OCC alleged that ONG has charged and continues to charge its
ratepayers, through its PGA, excessive, imprudent and unwarranted gas purchase costs related to a contract with
Dynamic Energy Rescurces, Inc. The Consumer Services Divisions (CSD) of the OCC conducted a review of the
contract. The applicants and the CSD filed their direct testimony in February 2002. ONG is to file rebuttal
testimony on April 21, 2002. The hearing before the Commission is scheduled for June 3, 2002.
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The Company is a party to other litigation matters and claims, which are normal in the course of its operations,
and while the results of litigation and claims cannot be predicted with certainty, management believes the final
outcome of such matters will not have a materially adverse effect on consclidated results of operations, financial
position, or liquidity.

(L)  INCOME TAXES

The provisions for income taxes are as follows:

Year Year Four Months Year
Ended Ended Ended Ended
December 31, December 31, December 31,  August 31,
2001 2000 1999 1999
(Thousands of Dollars)
Current income taxes
Federal $ (69,273) §$ 55,764 $ (6,345) $§ 48,760
State (13,426) 8,379 765 3,371
Total current income taxes (82,699) 64,143 (5,580) 52,131
Deferred income taxes
Federal 127,750 23,947 25,938 13,671
State 7,183 2,196 2,379 1,254
Total deferred income taxes 134,933 26,143 28,317 14,925
Total provision for income taxes before
cummulative effect of a change in accounting principle 52,234 90,286 22,737 67,056
Total provision for income taxes for the
cummulative effect of a change in accounting principle (1,356) 1,334 - -
Total provision for income taxes S 50,878 $ 91,620 $ 22,737 $ 67,056

Following is a reconciliation of the provision for income taxes.

Year Year Four Months Year
Ended Ended Ended Ended
December 31, December 31, December 31, August 31,
2001 2000 1999 1999
(Thousands of Dollars)
Pretax income $ 152442 § 233778 % 58,081 § 173,413
Federal statutory income tax rate 35% 35% 35% 35%
Provision for federal income taxes 53,355 81,822 20,328 60,695
Amortization of distribution property investment tax credit (764) (807) (302) (1,103)
State income taxes, net of federal tax benefit (4,058) 6,874 2,044 5,737
Cther, net 2,345 3,731 667 1,727
Actual income tax expense $ 50878 $ 91,620 3§ 22737 § 67,056

The tax effects of temporary differences that gave rise to significant portions of the deferred tax assets and
liabilities are shown in the accompanying table.
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Decemtber 31, December 31, December 31,

2001 2000 1999
(Thousands of Dollars)
Deferred tax assets
Accrued liabilities not deductible until paid $ 180,331 $ 173,493 $ 8,383
Net operating loss carryforward 36,972 1,665 1,317
Regulatory assets 9,956 4,734 3,760
Cther 2,057 4,277 1,982
Total deferred tax assets 229,316 184,169 15,442
Valuation allowance for net operating loss
carryforward expected to expire prior to utilization 6,693 1,230 882
Net deferred tax assets 222,623 182,939 14,560
Deferred tax liabilities
Excess of tax over book depreciation and depletion 578,876 461,560 262,515
Investment in joint ventures 12,198 11,280 11,414
Regulatory assets 95,836 78,186 75,407
Cther 38,472 3,851 6,724
Total deferred tax liabilities 725,382 554,877 356,060
Net deferred tax liabilities $ 502,759 $ 371,938 $ 341,500

The Company has remaining net operating loss carryforwards for federal and state income tax purposes of
approximately $84 million and $115 million, respectively, at December 31, 2001, which expire, unless previously
utilized, at various dates through the year 2020. At December 31, 2001, the Company had $6.7 million in
deferred investment tax credits recorded in cther deferred credits, which will be amortized over the next 14 years.

®0)  SEGMENT INFORMATION

Management has divided its operations into the following reportable segments based on similarities in economic
characteristics, products and services, types of customers, methods of distribution and regulatory environment.

The Company conducts its operations through seven segments: (1) the Marketing and Trading segment markets
natural gas to wholesale and retail customers; (2) the Gathering and Processing segment gathers and processes
natural gas and fractionates, stores and markets natural gas liquids; (3) the Transportation and Storage segment
transports and stores natural gas for others; (4) the Distribution segment distributes natural gas to residential,
commercial and industrial customers and leases pipeline capacity to others; (5) the Production segment produces
natural gas and oil; (6) the Power segment markets electricity to wholesale customers, and (7) the Other segment
primarily operates and leases the Company’s headquarters building and a related parking facility and owns an
investment in Magnum Hunter Resources, Inc.

The accounting policies of the segments are substantially the same as those described in the summary of
significant accounting policies. Intersegment sales are recorded on the same basis as sales to unaffiliated
customers. All corporate overhead costs relating to a reportable segment have been allocated for the purpose of
calculating operating income. The Company’s equity method investments do not represent cperating segments of
the Company.

The Power segment has a signed definitive agreement with an unaffiliated company for a 15-year term providing
the customer with the right to purchase approximately 25 percent of the plant’s generating capacity. There are no
single external customers from which the Company receives ten percent or more of consolidated revenues.
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Yezr Fnded VErleting ant gmd and Cther and
Deventher 31, 2001 Treding Processing Storege Distrilmrtion Prodiction Fovwer Himdneticns Totzl
(Thavsands of Doflars)

Seles to umafiiliated

custumES $ 426§ 8498 $ BT 5 LAY S M4 S B S (0BH S  6SBYS
Itersegnent sles 61468 499,854 102133 4548 26173 - (L2ATADE) $ -
Tote| Revermes $ 4808224 § 1314817 § IR0 $ LSIOSSS § 120317 § 28092 § (1,258 § 6,803,146
Net revemss $ 103429 $ 189621 § 129344 $ 33333 § 120317 § 688 § 583 § MBS
Cpereting costs $ 3148 § 116833 $ 52497 $ 0137 $ 27361 $ 1,358 $ @aaDH $ 456243
Dereciation, depletion el

anprtizeion $ 37 3 220 § 19190 $ 6150 $ /017 $ 2014 $ 21 $ 157,310
Opereting irsome $ T34 $ 8557 § 59657 S 54097 $ 5793 $ 34 $ PAT I B
Comdgtive efert of a denge

in goomurting prindple,

et of tax $ -5 -8 -8 -8 @5y $ -3 -8 215D
Intone fromenuity

investments $ -8 -$ 2946 § -5 m $ -8 5052 $ 810
Total asssls $ 138,220 $ 132438 $ 381§ L6886 §  RLTM § 122404 § =731 $ 58RI
Copity] eperdiures $ 1184 $ 5L42 § 3Bl § 129937 $ 5974 $ Q3R 3 4817 $ 341,557

Gathering Transportation
Year Ended Marketing and and and Other and
Decemiber 31, 2000 Trading Processing Storage Distribution  Production Power  Eliminations Total
(Thousands of Dollars)

Sales to unaffiliated

customers $ 4362024 $ 839388 § 111,644 $§ 12270369 $ 50,686 §$ - ¥ 8747 § 6,642,858
Intersegment sales 299,657 197,325 56,814 3,568 19,669 - (577,033) § -
Total Revenues $ 4,661,681 $ 1036713 § 168458 $§ 1273937 § 70355 § - §  (568286) § 6,642,858

Net revenues $ 66,482 § 224012 S 125582 § 377277 § 70355 $ -5 (66576) § 797,132
Cperating costs $ 14321 § 90501 § 44,785 § 211,629 $ 24228 3 -8 (65616 8 319,848
Depreciation, depletion and

amortization $ 837 §$ 22,692 $ 18,639 § 67717 § 3088 § - 3 2,532 § 143,351
Operating incomne $ 51274 $ 110819 § 62,158 § 97931 § 15243 § -8 (3492) § 333,933
Currulative effect of a change

in accounting principle,

net of tax S 2115 § -8 -5 -8 - 8 -3 -3 2,115
Income from equity

investrrents $ - 8 - 8 3240 § - 8 125§ - 8 660 $ 4,025
Total assets $ 3035227 $ 1,507,546 § 661,804 § 2,007,351 3 308041 § 77426 $§ (237,140) $ 7,360,345
Capital expenditures $ 815 § 32,383 § 37,701 § 124983 § 34035 § 58697 $ 22,789 % 311,403

93




Gathering Transportation

Four Months Ended Marketing and and and Other and
Decerrber 31, 1999 Trading Processing Storage Distribution  Production Power Eliminations Total
(Thousands of Dollars)

Sales to unaffiliated

customers $ 365224 § 63,869 § 13283 § 337,890 § 18692 $ -3 7520 § 806,478
Intersegment sales 17,825 15,032 25,868 1,334 4779 - (64,838) § -
Total Revenues $ 383,049 § 78501 § 39,151 § 339224 § 23471 § - $ (57,318) § 806,478
Net revenues $ 11493 § 19413 § M4491 § 129870 § 23471 § - 8 59 38 218,797
Operating costs ‘ $ 334 8 8,588 §$ 10,184 § 69,455 § 7245 $ -5 63814) $ 92,002
Depreciation, depletion and

amortizaticn $ 242§ 2513 § 5124 § 24815 § 9,715 § - 8 818 § 43227
Cperating income $ 7907 $ 8312 § 19,183 § 35600 § 6511 $ -3 6055 $ 83,568
Income (loss) from equity

investments $ -8 -3 1,074 § -3 an s - 8 -3 1,063
Total assets $ 287375 & 368904 $ 437,561 $ 1,776273 § 301,821 § 19330 § 49,976 § 3,241,240
Capital expenditures $ 9 3 14,613 § 5837 § 34167 § 6411 § 13445 § 1,534 § 76,016

Gathering Transportation
Year Ended Marketing and and and Other and
August 31, 1999 Trading Processing Storage Distribution ~ Production Power Eliminations Total
(Thousands of Dollars)

Sales to unaffiliated

custorrers $ 772331 § 72277 § 27892 § 915782 $ 44,026 § - 8 6641 § 1,838,949
Intersegrment sales 53,067 11,513 79,593 8,168 22,868 - (175,605) $ -
Total Revenues $ 825398 § 83,790 § 107,885 § 923950 § 66894 § - §  (168968) § 1,838,949
Net revenues $ 35443 § 31,311 $ 102910 8§ 393461 § 668% § - 3 (4,548) $ 625471
Operating costs $ 9,069 § 11207 $ 28919 § 219945 § 19,128 § -3 (8223) $ 280,045
Depreciation, depletion and

amortization $ 503 § 3562 % 13,852 § 75443 8 34073 § - $ 2271 § 129,704
Cperating income $ 25871 § 16542 § 60,139 § 98073 § 13,693 § -8 1404 § 215,722
Income from equity

investments $ -3 - 8 1,501 $ - 3 59 3% - 8 -8 1,560
Total assets $ 269444 3 343133 § 373,742 § 1,722,381 $ 310,715 §$ 4,047 3§ 1,483 8§ 3,024,945
Capital expenditures $ 448 § 8,557 $ 32,618 § 98,685 § 16046 § 3,748 § 4068 8 164,170

) QUARTERLY FINANCIAL DATA (UNAUDITED)

Total operating revenues are consistently greater during the heating season from November through March due to
the large volume of natural gas sold to customers for heating. A summary of the unaudited quarterly results of
operations for the years ended December 31, 2001 and 2000, respectively, follows:
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Year Ended First Second Third Fourth
December 31, 2001 Quarter Quarter Quarter Quarter
(Thousands of dollars, except per share amounts)

Operating revenues $ 2,956,924 $ 1,402,399 $ 1,126,696 $ 1,317,127
Operating income $ 143,046 $ 71,942 $ 55,733 $ 24,511
Other income (expense) $ 3,299 $ 566 $ (%14 $ (1,075
Income taxes $ 41,800 $ 12,651 $ 301 $  (2,518)
Net Income (Loss) $ 54,859 $ 23,608 $ 18787 $ (5,689)
Earnings per share of common stock
Basic $ 0.55 $ 0.2¢ $ 0.16 § (0.05)
Diluted $ 0.54 $ 020 $ 016 $  (0.05)
Dividends per share of common stock $ 8.155 $ 0.155 S 0.155 3 0.155
Average shares of common stock outstanding
Basic 99,214 99,407 99,521 99,648
Diluted 99,596 99,733 99,633 99,887
Year Ended First Second Third Fourth
December 31, 2000 Quarter Quarter Quarter Quarter
(Thousands of dollars, except per share amounts)
Operating revenues $ 822,713 $ 1,385,565 $ 1,754,234 $ 2,680,346
Operating income $ 105,821 $ 76,067 $ 48,525 $ 103,520
Other income (expense) $ 15,517 S (952) $§ (1,073 8 4,983
Income taxes $ 38,446 $ 19,610 $ 5,029 $ 27201
Net Income $ 63,022 5 27,162 $ 10,086 $ 45337
Earnings per share of common stock
Basic $ 0.53 $ 0.23 $ 0.01 5 0.38
Diluted 5 0.53 $ 0.23 $ 0.01 $ 0.38
Dividends per share of common stock $ 0.155 $ 0.155 $ 0.155 3 0.155
Average shares of common stock outstanding
Basic 98,376 98,284 98,292 98,408
Diluted 98,378 98,292 98,300 98,752

During the fourth quarter of 2001, the Company took a charge of $34.6 million against operating income related
to unrecovered gas costs associated with the 2000/2001 winter. The Company also took a charge of $37.4 million
against operating income during the same period related to the Enron bankruptcy filing. For further discussion of
these charges, see Note K of the Notes to Consclidated Financial Statements.
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©) SUPPLEMENTAL CASH FLOW INFORMATION

The table presents supplemental information relative to the Company’s cash flows for the years ended
December 31, 2001 and 2000, the four months ended December 31, 1999, and the year ended August 31, 1999.

Year Year Four Months Year
Ended Ended Ended Ended
December 31, December 31, December 31, August 31,
2001 2000 1999 1999
(Thousands of Dollars)
Cash paid during the year
Interest (including amounts capitalized) $ 132,364 § 111,097 $ 16,605 $ 50,498
Income taxes $ 13,050 §$ 57,579 $ - $ 59,466
Noncash transactions
Treasury stock transferred to compensation plans $ - 3 61 $ 2,071 $ -
Gas received as payment in kind $ - 8 - $ - $ 135
Acquisitions
Property, plant, and equipment $ 1,515 § 832,849 $ 17,482 § 338,138
Current assets - 74,012 - -
Current liabilities - (20,996) - -
Regulatory assets and goodwill 14,500 17,663 . 10,817
Lease obligation - (157,651) - -
Price risk management activities - (239,660) - -
Deferred credits - (11,313) - -
Deferred income taxes - - - (4,461}
Cash paid - acquisitions $ 16,015 § 494,904 $ 17,482 $ 344,494

™ STOCK BASED COMPENSATION

Stock Splits - Due to the 2001 stock split, the number of shares and related exercise prices have been adjusted to
maintain both the total market value of common stock underiying the options and Employee Stock Purchase Plan
(ESPP) share elections, and the relationship between the fair market value of the common stock and the exercise
price of the options and ESPP share elections.

Stock Option Plans

Long-Term Incentive Plam -The ONEOK, Inc. Long-Term Incentive Plan provides for the granting of incentive
stock options, non-statutory stock options, stock bonus awards, and restricted stock awards to key employees and
the granting of stock awards to non-employee directors. The Company has reserved approximately 7.8 million
shares of common stock for the plan less the number of shares previously issued under the plan. The maximum
numbers of shares for which options or other awards may be granted to any employee during any year is 300,000.

Under the plan, options may be granted by the Executive Compensation Committee (the Committee). Stock
options and awards may be granted at any time until all shares authorized are transferred, except that no incentive
stock option may be granted under the plan after August 17, 2005. Options may be granted which are not
exercisable until a fixed future date or in installments. The plan also provides for restored options to be granted in
the event an optionee surrenders shares of common stock which the optionee already owns in full or partial
payment of the option price of an option being exercised and/or surrenders shares of common stock to satisfy
withholding tax obligations incident to the exercise of an option. A restored option is for the number of shares
surrendered by the optionee and has an option price equal to the fair market value of the common stock on the
date on which the exercise of an option resulted in the grant of the restored option.
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Options issued to date become void upon voluntary termination of employment other than retirement. In the
event of retirement or involuntary termination, the optionee may exercise the option within three months. In the
event of death, the option may be exercised by the personal representative of the optionee within a period tc be
determined by the Committee and stated in the option. A portion of the options issued to date can be exercised
after one year from grant date and an option must be exercised no later than ten years after grant date.

Stock Compensation Plan for Non-Employee Directors - The ONEOK, Inc. Stock Compensation Plan for
Non-Employee Directors provides for the granting of incentive stock bonus awards, performance unit awards,
restricted stock awards, and non-qualified stock options to Non-Employee Directors. The Company has reserved
700,000 shares less the number of shares previously issued under the plan. The maximum number of shares of
common stock with respect to which opticns or other awards may be granted to any Non-Employee Director
during any year is 20,000.

Under the plan, options may be granted by the Committee at any time on or before January 18, 2011. Options
may be exercisable in full at the time of grant or may become exercisable in one or more installments. The plan
also provides for restored options in the event that the opticnee surrenders shares of common stock which the
optionee already owns in full or partial payment of the option price of an option being exercised and/or surrenders
shares of common stock to satisfy withholding tax obligations incident to the exercise of an option. A restored
option is for the number of shares surrendered by the optionee, and has an option price equal to the fair market
value of the common stock on the date the exercise of an option resulted in the grant of the restored option.
Options issued to date become void upon termination of service as a Non-Employee Director. Such options must
be exercised no later than ten years after the date of grant of the opticn. In the event of death, the option may be
exercised by the personal representative of the optionee.
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Stock option activity has been restated to give effect to the 2001 two-for-one stock split. Activity to date has been
as follows:

Weighted
Number of Average
Shares Exercise Price
Outstanding August 31, 1998 701,952 S 15.65
Granted 531,448 $ 17.61
Exercised (55,900) $ 13.44
Expired (5,000) $ 17.45
Restored : 71,690 S 17.98
QOutstanding August 31, 1999 1,244,190 S 16.55
Granted 617,400 $ 14.58
Exercised (2,000) $ 11.85
Expired (6,000) $ 17.61
Restored 1,726 $ 13.69
QOutstanding December 31, 1999 1,855,316 $ 15.89
Granted 8,000 $ 13.16
Exercised (342,822) 3 15.38
Expired (74,200) $ 16.01
Restored 55,062 $ 21.45
QOutstanding December 31, 2000 1,501,356 $ 16.19
Granted 1,102,000 $ 22.43
Exercised (118,750) $ 15.27
Expired (179,672) $ 19.57
Restored 3,538 $ 22.49
Outstanding December 31, 2001 2,308,472 $ 18.96
Options Exercisable
August 31, 1999 709,990 $ 15.75
December 31, 1999 841,540 $ 16.05
December 31, 2000 813,894 $ 16.27
December 31, 2001 941,572 $ 16.57

At December 31, 2001, the Company had 1,157,952 cutstanding options with exercise prices ranging between
$11.85 tc $17.78 and a weighted average remaining life of 7.02 years. Of these options, 803,252 were exercisable
at December 31, 2001 with a weighted average exercise price of $16.04.

The Company also had 1,150,520 options outstanding at December 31, 2001 with exercise prices ranging between
$17.78 and $26.67 and a weighted average remaining life of 8.62 years. Of these options, 138,320 were
exercisable at December 31, 2001 at a weighted average exercise price of $19.64.

Restricted Stock Awards -Under the Long-Term Incentive Plan, restricted stock awards also may be granted to
key officers and employees. Ownership of the common stock vests over a three year period. Shares awarded may
not be sold during the vesting period. The fair market value of the shares associated with the restricted stock
awards is recorded as uneamed compensation in shareholders’ equity and is amortized to compensation expense
over the vesting period. The dividends on the restricted stock awards are reinvested in common stock. These
shares fully vest three years after the grant date of the restricted stock awards. The average price of shares
granted was $22.31 and $13.16 for the years ended December 31, 2001 and 2000, respectively.
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Restricted stock information has been restated to give effect to the 2001 two-for-one stock split. Restricted stock
activity to date is as follows:

Number of
Shares
Qutstanding August 31, 1999 -
Granted 132,600
Released to participants -
Forfeited -
Dividends 1,394
Outstanding December 31, 1999 133,994
Granted 4,000
Released to participants (7,848)
Forfeited (20,780)
Dividends 5,448
Outstanding December 31, 2000 114,814
Granted 90,400
Released to participants (2,424)
Forfeited (6,676)
Dividends 6,463
Outstanding December 31, 2001 202,577

Employee Stock Purchase Plam - In 1995, the Company authorized the Employee Stock Purchase Plan (ESPP)
and the Company currently has 2.8 million shares reserved for the ESPP less the number of shares issued to date
under this plan. Subject to certain exclusions, all full-time employees are eligible to participate. Under the terms
of the plan, employees can choose to have up to ten percent of their annual earnings withheld to purchase the
Company’s common stock. The Committee may allow contributions tc be made by other means provided that in
no event will contributions from all means exceed ten percent of the employee’s annual earnings. The purchase
price of the stock is 85 percent of the lower of its grant date or exercise date market price. Approximately 56
percent, 56 percent, and 54 percent of eligible employees participated in the plan in fiscal years 2001, 2000, and
1999, respectively. Under the plan, the Company sold 192,593 shares in fiscal year 2001, 523,044 shares in fiscal
year 2000, and 176,058 shares in fiscal year 1999.

Accounting Treatment - The Company continues to apply APB 25 in accounting for both plans. Accordingly, no
compensation cost has been recognized in the consclidated financial statements for the Company’s options and
the Employee Stock Purchase Plan, Had the Company applied the provisions of Statement 123 to determine the
compensation cost under these plans, the Company’s pro forma net income and diluted earnings per share would
have been as fellows:

Year Year Four Months Year
Ended Ended Ended Ended
December 31, December 31, December 31, August 31,
2001 2000 1999 1999
Net Income (Thousands of dollars, except per share amounts)
As reported $ 101,565 $ 145,607 $ 3534 $ 106,357
Pro Forma $ 85418 $ 135,893 § 27,066 $ 99,887
Eamings per share - Diluted
As reported $ 0.85 $ 1.23 $ 0.27 $ 0.86
Pro Forma $ 0.71 $ 1.15 $ 0.20 3 0.81

99




The fair market value of each option granted is estimated based on the Black-Scholes model. Based on previous
stock performance, volatility is estimated to be 0.2309 for fiscal year 2001, 0.2406 for fiscal year 2000, 0.2414 for
the four months ended December 31, 1999, and 0.2151 for the year ended August 31, 1999. The average
dividend amount is estimated to be $0.615 per share for fiscal year 2001, $0.61 per share for fiscal year 2000, the
four months ended December 31, 1999, and the year ended August 31, 1999, with a risk-free interest rate of 5.497
percent of fiscal year 2001, 5.665 percent for fiscal year 2000, 5.664 percent for the four months ended December
31, 1999, and 5.983 percent for the year ended August 31, 1999.

Expected life ranged from 1 to 10 years based upon experience to date and the make-up of the opticnees. Fair
value of options granted at fair market value under the Plan were $8.14 and $13.29 for the years ended December
31, 2001 and 2000, respectively, $11.52 for the four months ended December 31, 1999, and $13.86 for the year
ended August 31, 1999. Fair value of options granted above fair market value under the Plan was $7.92 for the
year ended December 31, 2001. The average exercise price of options granted above fair market value is $23.49
for the year ended December 31, 2001.

Q) EARNINGS PER SHARE INFORMATION

The following is a reconciliation of the basic and diluted EPS computations.

Year Ended December 31, 2001

Per Share
Income Shares Amount
(Thousands, except per share amounts)
Basic EPS
Income available for common stock $ 64,465 59,557
Convertible preferred stock 37,100 39,892
Income available for common stock
and assumed conversion of preferred stock 101,565 99,449 § 1.02
Further dilution from applying the "two-
class" method ©.17)
Basic eamings per share $ 0.85
Effect of Cther Dilutive Securities
Options - 222
Diluted EPS
Income available for common stock
and assumed exercise of stock options $ 101,565 99,671 $ 1.02
Further dilution fromapplying the "two-
class" methed (©.17)
Diluted eamings per share $ 0.85
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Year Ended December 31, 2000
Per Share
Income Shares Amount

Basic EPS
Income available for common stock
Convertible preferred stock
Income available for common stock
and assumed conversion of preferred stock
Further dilution fromapplying the "two-
class" method
Basic eamings per share
Effect of Other Dilutive Securities
Options
Diluted EPS
Income available for common stock
and assumed exercise of stock options
Further dilution fromapplying the "two-
class" method
Diluted earnings per share

(Thousands, except per share amounts)

$ 108,507 58,448
37,100 39,892
145,607 98,340 §$ 1.48
{0.25)
$ 123
- 48
$ 145,607 98,388 $ 148
(0.25)
$ 123

Four Months Ended December 31, 1999
Per Share
Income Shares Amount

Basic EPS
Income available for common stock
Convertible preferred stock
Income available for common stock
and assumed conversion of preferred stock
Further dilution fromapplying the "two-
class" method '
Basic eamings per share
Effect of Other Dilutive Securities
Options
Diluted EPS
Income available for common stock
and assumed exercise of stock options
Further dilution from applying the "two-
class" method
Diluted eamings per share

(Thousands, except per share amounts)

$ 22977 60,850
12,367 39,892
35,344 100,742 $ 035
(0.08)
$ 027
- 26
$ 35344 100,768 $ 035
(0.08)
$ 027
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Year Ended August 31, 1999

Per Share
Income Shares Amount
(Thousands, except per share amounts)
Basic EPS
Income available for common stock $ 69,110 62,996
Convertible preferred stock 37,247 40,106
Income available for commsn stock
and assumed conversion of preferred stock 106,357 103,102 § 1.03
Further dilution from applying the "two-
class" method (0.17)
Basic eamings per share 3 0.86
Effect of Other Dilutive Securities
Options - 40
Diluted EPS
Income available for common stock
and assumed exercise of stock options $ 106,357 103,142 § 1.03
Furtker dilution fromapplying the "two-
class" methed 0.17)
Diluted earnings per share $ 0.86

There were 158,989, 113,836, 180,010, and 82,070 option shares excluded from the calculation of Diluted
Earnings per Share for the years ended December 31, 2001 and 2000, the four months ended December 31, 1999,
and the year ended August 31, 1999, respectively, due to being antidilutive for the pericds.

The following is a reconciliation of the basic and diluted EPS computations on income before the cumulative
effect of a change in accounting principle to net income.

Year Year Four M onths Year
Ended Ended Ended Ended
December 31, December 31, December 31, August 31,
2001 2000 1999 1999
Basic EPS (Per share amounts)

Income available for common stock

before cumulative effect of a

change in accounting principle 3 0.87 $ 1.21 $ 0.27 $ 0.86
Cumulative effect 6f a change in

accounting principle, net of tax 0.02) 0.02 - -
Income available for common stock § 0.85 $ 1.23 $ 027 $ 0.86
Diluted EPS

Income available for common stock

before cumulative effect ofa

change in accounting principle 3 0.87 A 1.21 $ 0.27 $ 0.86
Cumulative effect of a change in

accounting principle, net of tax (0.02) 0.02 - -
Income available for commmon stock $ 0.85 $ 1.23 $ 0.27 $ 0.86
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R) OIL GAS PRODUCING ACTIVITIES

The following is historical cost information relating to the Company’s production operations:

Year Year Four Months Year

Ended Ended Ended Ended
December 31,  December 31, December 31, August 31,

2001 2000 1999 1999

(Thousands of Dollars)
Capitalized costs at end of year

Unproved properties $ 4,223 $ 2,210 $ 4,224 $ 4,245
Proved properties 475,151 423,824 398,748 393,096
Total capitalized costs 479,374 426,034 402,972 397,341
Accumulated depreciation, depletion and amortization 177,622 146,749 128,220 120,109
Net capitalized costs $ 301,752 $ 279,285 $ 274,752 $ 277,232

Costs incurred during the year

Property acquisition costs (unproved) $ 2,334 $ 878 $ 103 $ 948
Exploitation costs $ 8 $ 10 $ 6 3 17
Development costs S 53,220 $ 32,817 $ 6,254 $ 13,659
Purchase of minerals in place $ 1,572 $ 4,751 $ - $ 79,385

The accompanying schedule presents the results of operations of the Company’s oil and gas producing activities.
The results exclude general office overhead and interest expense attributable to oil and gas production.

Year Year Four Months Year
FEnded Ended Ended Ended
December 31, December31, December3l, August3],
2001 2000 1999 1999
(Thousands of Dollars)
Net revenues
Sales to unaffiliated customers $ 93935 $ 49868 % 18,623 § 42077
Gas sold to affiliates 26,173 19,669 4,779 22,868
Net revenues fromproduction 120,108 69,537 23,402 64,945
Production costs 20,991 17,575 5,465 14,516
Exploitation costs 8 10 6 17
Depreciation, depletion and amortization 35,017 30,465 9,588 33,771
Income taxes 24,999 8,311 3226 6,359
- Total expenses 81,015 56,361 18,285 54,663

Results of operations fromproducing activities $ 39093 § 13,176 § 5117 § 10,282

(S)  OIL AND GAS RESERVES (UNAUDITED)

Following are estimates of the Company’s proved oil and gas reserves, net of royalty interests and changes herein,
for the fiscal years 2001, 2000, the four months ended December 31, 1999, and the year ended August 31,1999 .

The Company emphasizes that the volumes of reserves shown are estimates, which, by their nature, are subject to
later revision, The estimates are made by the Company utilizing all available geclogical and reservoir data as
well as production performance data. These estimates are reviewed annually both internally and by an

independent reserve engineer and revised, either upward or downward, as warranted by additional performance
data.
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Qil Gas

(MBbls) (MMcf)
August 31, 1998 3,272 178,047
Revisions in prior estimates 300 8,397
Extensions, discoveries and other additions 376 37,202
Purchases of minerals in place 884 61,286
Sales of minerals in place (175) (3,057)
Production (460) (27,773)
August 31, 1999 4,197 254,102
Revisions in prior estimates 18 (8,086)
Extensions, discoveries and other additions 84 9,276
Purchases of minerals in place - -
Sales of minerals in place ) ¢))
Production (138) (8,306)
December 31, 1999 4,160 246,979
Revisions in prior estimates 221 9,134
Extensions, discoveries and other additions 661 29,193
Purchases of minerals in place 215 945
Sales of minerals in place (518) (4,784)
Production (400) (26,746)
December 31, 2000 4,339 254,721
Revisions in prior estimates (536) (28,233)
Extensions, discoveries and other additions 1,198 33,397
Purchases of minerals in place 3 936
Sales of minerals in place - 276)
Production (493) (27,578)
December 31, 2001 4,511 232,967
Proved developed reserves
August 31, 1999 2,540 175,771
December 31, 1999 2,451 169,060
December 31, 2000 2,495 182,052
December 31, 2001 2,723 161,725

) DISCOUNTED FUTURE NET CASH FLOWS (UNAUDITED)

Estimates of the standard measure of discounted future cash flows from proved reserves of oil and natural gas are
shown in the following table.
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Year Year Four Months Year

Ended Ended Ended Ended
December 31, December3l, December3i, August3l,
2001 2000 1999 1999
(Thousands of Dollars)
Future cash inflows $ 669,328 $ 2498525 § 632751 § 639,721
Future production and development costs 200,741 400,767 194,332 194,077
Future income taxes 119,864 742,505 62,533 53,442
Future net cash flows 348,723 1,355,253 375,886 392,202
10 percent annual discount for estimated
timing of cash flows 149,101 599,370 149,527 161,156
Standardized measure of discounted future net cash
flows relating to oil and gas reserves $ 199,622 $ 755883 § 226359 § 231,046

Future cash inflows are computed by applying year-end prices (averaging $19.84 per barrel of ¢il, adjusted for
transportation and other charges, and $2.49 per Mcf of gas at December 31, 2001) to the year-end quantities of
proved reserves. As of December 31, 2001, a portion of proved developed gas production in 2002 has been
hedged. The effects of these hedges are not reflected in the computation of future cash flows above.

These estimated future cash flows are reduced by estimated future development and production costs based on
year-end cost levels, assuming continuation of existing economic conditions, and by estimated future income tax
expense. The tax expense is calculated by applying the current year-end statutory tax rates to pretax net cash
flows (net of tax depreciation, depletion, and lease amortization allowances) applicable tc oil and gas production.

The changes in standardized measure of discounted future net cash flow relating to proved oil and gas reserves are
as follows:

Year Year Four Months Year
Ended Ended Ended Ended
December 31, December3i, December31, August3l,
2001 2000 1999 1999
(Thousands of Dollars)
Beginning of period $ 755883 § 226359 § 231,046 $ 162,629
Changes resuliing from:
Sales of oil and gas produced, net of production costs ©9,117) (51,962) (17,938) (50,120
Net changes in price, development, and production costs (825,483) 783,763 3,523 13,269
Extensions, discoveries, additions, and improved
recovery, less related costs 50,353 102,607 9,981 37,379
Purchases of minerals in place 1,572 4,751 - 67,120
Sales of minerals in place (2,247) (5,761) . 24 (9,326)
Revisions of previous quantity estimates (136,171) 43318 (8,454) 10,477
Accretion of discount 116,776 25,826 8,750 17,317
Net change in income taxes 345,485 (376,438) (6,174) (11,618)
Other, net (7,429) 3420 5,649 (6,081)
End of period $ 199,622 § 755883 $ 226359 § 231046

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

Not applicable.
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PART HIL.

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS, PROMOTERS, AND CONTROL PERSONS OF
THE REGISTRANT '

(&) DIRECTORS OF THE REGISTRANT

Information concerning the directors of the Company is shown in the 2002 definitive Proxy Statement
which is incorporated herein by this reference.

{B) EXECUTIVE OFFICERS OF THE REGISTRANT
Information concerning the executive officers of the Company is included in Part I of this Form 10-K.
© COMPLIANCE WITH SECTION 16(A) OF THE EXCHANGE ACT

Information on compliance with Section 16(a) of the Exchange Act is included in the 2002 definitive
Proxy Statement which is incorporated herein by this reference.

ITEM 11. EXECUTIVE COMPENSATION

Information on executive compensation is shown in the 2002 definitive Proxy Statement, which is incorporated
herein by this reference.

ITERM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
(A) SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS

Information concerning the ownership of certain beneficial owners is shown in the 2002 definitive
Proxy Statemnent which is incorporated herein by this reference.

3) SECURITY OWNERSHIP OF MANAGEMENT

Information on security ownership of directors and officers is shown in the 2002 definitive Proxy
Statement which is incorporated herein by this reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Information on certain relationships and related transactions is shown in the 2002 definitive Proxy Statement,
which is incorporated herein by this reference.
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PART IV.
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K

(A) DOCUMENTS FILED AS A PART OF THIS REPORT
(1)  Exhibits

(3X(a) Certificate of Incorporation of WAL Inc. (Now ONEOK, Inc.), filed May 16, 1997
(Incorporated by reference from Exhibit 3.1 to Amendment No. 3 to Registration Statement
on Form S-4 filed August 6, 1997, Commission File No. 333-27467).

B)b)  Certificate of Merger of ONEOK, Inc. (Formerly WAL, Inc.) Filed November 26, 1997
(Incorporated by reference from Exhibit (1)(b) tc Form 10-Q dated May 31, 1998).

3)c) Amended Certificate of Incorporation of ONEOK, Inc., filed January 16, 1998 (Incorporated
by reference from Exhibit (1)(b) to Form 10-Q dated May 31, 1998).

(3Xd) Certificate of Merger of ONEQCK, Inc., filed April 3, 1998.
BXe) Certificate of Merger of ONECK, Inc., filed April 28, 2000.

€)63)] Amendment to Certificate of Incorporation of ONECK, Inc. filed May 23, 2001
(Incorporated by reference from Exhibit 4.15 to Registration Statement on Form S-3 filed
July 18, 2001, Commission File No. 333-65392).

€)(3) By-laws of ONECK, Inc., as amended (Incorporated by reference from Exhibit (3)(d) to the
Company’s Annual Report on Form 10-K for the year ended August 31, 1999).

(3)(h)  Registration Rights Agreement dated March 1, 2000, among the Company and the Initial
Purchaser described therein (Incorporated by reference from the Registration Statement on
Form S-4 filed March 13, 2000).

(4)a) Certificate of Designation for Convertible Preferred stock of WAI, Inc. (Now ONEOK, Inc.)
filed November 26, 1997 (Incorporated by reference from Exhibit 3.3 to Amendment No. 3
to Registration Statement on Form S-4 filed August 31, 1997, Commission File No. 333-
27467).

(4)(b)  Certificate of Designation for Series C Participating Preferred Stock of ONEOK, Inc., filed
November 26, 1997 (Incorporated by reference from Exhibit No. 1 to Form 8-A, filed
November 26, 1997).

NOTE: Certain instruments defining the rights of holders of long-term debt are not being
filed as exhibits hereto pursuant to Item 601(b)(4)(iii) of Registration S-K. The Company
agrees to furnish copies of such agreements to the SEC upon request.

“@)(©) Rights Agreement, dated November 26, 1997, between ONEQOK, Inc. and Liberty Bank and
Trust Company of Oklahoma City, N.A., as Rights Agent (Incorporated by reference from
Exhibit 2.3 to Amendment No. 3 to Registration Statement on Form S-4 filed August 31,
1997, Commission File No. 333-27467).

(4X(d) Shareholder Agreement, dated November 26, 1997, between Western Resources, Inc. and
ONEQOK, Inc. (Incorporated by reference from Exhibit 2.2 to Amendment No. 3 to
Registration Statement on Form S-4 filed August 31, 1997, Commission File No. 333-
27467).

4)(e) Indenture, dated September 24, 1998, between ONEOCK, Inc. and Chase Bank of Texas
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(10)(b)

(10)c)

(16)(d)

(10)(e)
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(Incorporated by reference from Exhibit 4.1 to Registration Statement on Form S-3 filed
August 26, 1998).

Indenture dated December 28, 2001, between ONEOK, Inc. and SunTrust Bank
(Incorporated by reference Exhibit 4.1 to Post-Effective Amendment No. 1 to Registration
Statement on Form S-3 filed December 31, 2001).

First Supplemental Indenture dated September 24, 1998, between ONEOK, Inc. and Chase
Bank of Texas (Incorporated by reference from Exhibit 5(a) to Form 8-K filed September
24, 1998).

Second Supplemental Indenture dated September 25, 1998, between ONEOK, Inc. and
Chase Bank of Texas (Incorporated by reference from Exhibit 5(b) to Form 8-K filed
September 24, 1998).

Third Supplemental Indenture dated February 8, 1999, between ONEOK, Inc. and Chase
Bank of Texas (Incorporated by reference from Exhibit 4 to Form 8-K filed February 8,
1999).

Fourth Supplemental Indenture dated February 17, 1999, between ONEOK, Inc. and Chase
Bank of Texas (Incorporated by reference from Exhibit 4.5 to Registration Statement on
Form S-3 filed April 15, 1999, Commission File No. 333-76375).

Fifih Supplemental Indenture dated August 17, 1999, between ONECK, Inc. and Chase
Bank of Texas (Incorporated by reference from Exhibit 4 on Form 8-K filed August 17,
1999).

Sixth Supplemental Indenture dated March 1, 2000, between ONEOK, Inc. and Chase Bank
of Texas (Incorporated by reference from the Registration Statement on Form S-4 filed
March 13, 2000, Commissicn File No. 333-32254).

Seventh Supplemental Indenture dated April 24, 2000, between ONECK, Inc. and Chase
Bank of Texas (Incorporated by reference from Exhibit 4 to the Company’s current report on
Form 8-K filed April 24, 2000).

Eighth Supplemental Indenture dated April 6, 2001, between ONECK, Inc. and The Chase
Manbhattan Bank (Incorporated by reference from Exhibit 4.9 to Registration Statement on
Form S-3 filed July 18, 2001, Commission File No. 333-65392).

ONEOK, Inc. Long-Term Incentive Plan

ONEOQK, Inc. Stock Compensation Plan for Non-Employee Directors (Incorporated by
reference from the Form S-8 filed January 24, 2001).

ONEOK, Inc. Supplemental Executive Retirement Plan as amended and restated February
21, 2002.

Termination agreements between ONECK, Inc., and ONEOK, Inc. Executives dated January
1, 1999 (Incorporated by reference from the Form 10-K dated August 31, 1999).

Indemnification agreement between ONEOK Inc., and ONEOK Inc. Officers and Directors
(Incorporated by reference from the Form 10-K dated August 31, 1999).

ONEQCK, Inc. Annual Officer Incentive Plan
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ONEQK, Inc. Employee Non-Qualified Deferred Compensation Plan, as amended and
restated February 15, 2001

Ground Lease Between ONEOK Leasing Company and Southwestern Associates dated May
15, 1983 (Incorporated by reference from Form 10-K dated August 31, 1983).

First Amendment to Ground Lease between ONEOK Leasing Company and Southwestern
Associates dated October 1, 1984 (Incorporated by reference from Form 10-K dated August
31, 1984).

Sublease Between RMZ Corp. and ONECK Leasing Company dated May 15, 1983
(Incorporated by reference from Form 10-K dated August 31, 1983).

First Amendment to Sublease between RVIZ Corp. and ONEOK Leasing Company dated
October 1, 1984 (Incorporated by reference from Form 10-K dated August 31, 1984).

ONEQK Leasing Company Lease Agreement with Cklahoma Natural Gas Company dated
August 31, 1984 (Incorporated by reference from Form 10-K dated August 31, 1985).

Private Placement Agreement ONEOK Inc. and Paine Webber Incorporated, dated April 6,
1993, (Medium-Term Notes, Series A, up to U.S. $150,000,000) (Incorporated by reference
from Form 10-K dated August 31, 1993).

Issuing and Paying Agency Agreement between Bank of America Trust Company of New
York, as Issuing and Paying Agent, and ONEOK Inc, (Medium-Term Notes, Series A, up to
U.S. $150,000,000) (Incorperated by reference from Form 10-K dated August 31, 1993).

$850,000,000 364-Day Credit Agreement dated June 28, 2001, among ONEOK, Inc., Bank
of America, N.A., as Administrative Agent and as a Lender, Letter of Credit Issuer and
Swing Line Lender, Bank One, N.A. and First Union National Bank as Co-Syndicate Agents
and ABN Amro Bank N.V. and Fleet National Bank as Co-Documentation Agents
(Incorporated by reference from Form 10-Q dated June 30, 2001)

Computation of Ratio of Earnings to Combined Fixed Charges and Preferred Stock
Dividend Requirement for the years ended December 31, 2001 and 2000.

Computation of Ratio of Earnings to Combined Fixed Charges and Preferred Stock
Dividend Requirement for the four months ended December 31, 1999 and 1998
(Incorporated by reference from Form 10-K dated December 31, 2000).

Computation of Ratio of Earnings to Fixed Charges for the years ended December 31, 2001
and 2000.

Computation of Ratio of Earnings to Fixed Charges for the four months ended December 31,
1999 and 1998 (Incorporated by reference from Form 10-K dated December 31, 2000).

Required information concerning the registrant’s subsidiaries.
Independent Auditors’ Consent

ONEOK, Inc. Direct Stock Purchase and Dividend Reinvestment Plan (Incorporated by
reference from the Form S-3 filed January 30, 2001).
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(2)  Financial Statements Page No.
(a) Independent Auditors’ Report. 64

(b) Consolidated Statements of Income for the years ended 65
December 31, 2001 and 2000, August 31, 1999 and the
four months ended December 31, 1999,

(©) Consolidated Balance Sheets at December 31, 2001, 66-67
2000 and 1999.
@ Consolidated Statements of Cash Flows for the years 68

ended December 31, 2001 and 2000, August 31, 1999
and the four months ended December 31, 1999.

© Consgclidated Statements of Shareholders’ Equity for the  69-70
years ended December 31, 2001 and 2000, August 31,
1999 and the four months ended December 31, 1999.

® Notes to Consolidated Financial Statements. 71-105

(3)  Financial Statement Schedules

All schedules are omitted because of the absence of the conditions under which they are required.
{B) Reports on Form 8-

November 14, 2001 - Filed the transcript of the conference call with analysts to discuss third quarter
earnings.

November 21, 2001 - Announced that the Company will ask the Oklahoma Supreme court to overturn an
Oklahoma Corporation Commission order that unfairly denies the Company the right to collect $34.6 million
in outstanding gas costs incurred to serve customers last winter.

December 3, 2001 - Announced that the Company will take a charge of 18 cents per share of common stock
in the fourth quarter as the result of an order from the Cklahoma Corporation Commissicn that unfairly

denies the Company the right to collect outstanding gas costs incurred to serve customers last winter.

December 3, 2001 — Announced that the Company’s net exposure to Enron as of November 29, 2001 was
less than $40 million pre-tax.

December 21, 2001 — Announced revised earnings guidance for 2001.

January 8, 2002 — Announced that the federal district court ruled that Southwest Gas Corporation cannot
attempt to pursue its alleged $308 million claim against the Company.

January 18, 2002 — Announced that the Company had been granted a waiver on a possible technical default
related to various financing leases tied to the Company’s Bushton processing plant.

110




Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has

duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on this 14th day
of March 2002.

CNEOQK, Inc.
Registrant

By:  /s/Jim Kneale

Jim Kneale
Senior Vice President, Treasurer and Chief

Financial Officer (Principal Financial
Officer)
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, this report has been
signed below by the following persons on behalf of the registrant and in the capacities indicated, on this 14th day

of March 2002.

/s/ David L. Kyle

David L. Kyle
Chairman of the Board,
Chief Executive Officer
and Director

/s/Edwyna G. Anderson

Edwyna G. Anderson
Director

/s/William M. Bell

William M. Bell
Director

/s/Douglas R. Cummings

Douglas R. Cummings
Director

/s/John B. Dicus

John B. Dicus
Director

/s/William L. Ford

William L. Ford
Director

/s/Douglas T. Lake

Douglas T. Lake
Director

/s/Beverly Monnet

Beverly Monnet

Vice President, Controller and
Chief Accounting Officer
(Principal Accounting Officer)

/s/Bert H. Mackie

Bert H. Mackie
Director

/s/Douglas A. Newsom

Douglas A. Newsom
Director

/s/Gary D. Parker

Gary D. Parker
Director

/s/1.D. Scott
J. D. Scott
Director

Pattye L. Moore
Director




Glossary

Btu: British Thermal Unit(s). The amount of heat approxi-
mately equivalent to that given off by a kitchen match. One
cubic foot of natural gas contains approximately 1,000Btu.

Exposure: Sensitivity to a source of risk.

Fee-Based Gontract: Contract in which the processor is
paid a fee for the natural gas or natural gas liquids that are
processed, stored, fractionated or transported.

Hedging: The process of reducing financial risk to adverse
natural gas, oil or other commodity price movements by
entering into offsetting transactions.

Heep-Whele Contract: Also referred to as “fuel and shrink.”
Contract in which the processor replaces NGLs extracted
with natural gas to maintain the Biu content at the tailgate
of the plant. 1t allows the owner of the gas to be “kept
whole” in terms of Btus and allows the processor to sell
the recovered NGLs.

Nateral Gas Liguids (NGL): Liquid hydrocarbons that

are extracted and separated from the natural gas stream.
NGL products include ethane, propane, iso butane, butane
and natural gasotine.

Corporate Information

Annual Meeting

The annual meeting of shareholders will be held
Thursday, May 16, 2002, at 10 a.m. at ONEOK Plaza,
100 West Fifth Street, Tuisa, Oklahoma.

Auditors

KPMG LLP

100 West Fifth Street, Suite 310
Tulsa, OK 74103-9919

Direct Stock Purchase and

Dividend Reinvesiment Plan

The company's Direct Stock and Dividend Reinvestment
Plan provides investors the opportunity to purchase
shares of common stock without payment of any
hrokerage fees or service charges.

Transfer Agent, Registrar and

Dividend Disbursing Agent

UMB Bank, N.A.

Securities Transfer Division

P.0. Box 410064

Kansas City, MO 64141-0064

Phone Toll Free: (866) 235-0232

Hours: Weekdays, 8 a.m. - 4:30 p.m,, CST
E-mail: stock.transfer@umb.com

Web Site: www.umb.com/business/shareholder/

Credit Rating
Standard & Poor’s . A
Moody’s Investors Service A2

Percent-of-Proceeds Contract: Contract in which the
processor is paid a percentage of the market value of
the natural gas and NGLs that are processed.

Risk: Exposure to uncertainty.

UNITS OF MEASURE

Mef: Thousand cubic feet
MiMet: Million cubic feet

Bef: Billion cubic feet

Bi!: Barrels (42 U.S. gallons)
¥Bhis: Thousand barrels
MiGal: Thousand gallons
MMBtu: Milion Btus

Stock Trading

The common stock is listed on the New York Stock
Exchange. The ticker symbol for ONEOK common stock is
OKE. The corporate name ONEOK is used in newspaper
stock listings.

ONEQK Shareholder Information
A shareholder communication service is available
by phone at (800) 653-8083.
The following information may be accessed:
o Faxed news releases
< Transfer agent reguests
° Requests for mailed copies of:

(1) Annuat report

2) News releases

10-K

Proxy statement
Direct Stock Purchase and Dividend
Reinvestment Plan

(7) Prospectus

Invester Relations Contact

Weldon Watson, vice president — investor relations and
communications, by phone at (318) 588-7158 or by e-mail
at wwatson@oneok.com

Corporate Web 3its
ONEOK business and financial information is available at:
www.ongok.com




ONEOK, Inc.
100 West Fifth Street

Post Office Box 871

Tulsa, OK 74102-0871

www.oneok.com
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